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THE DEFENSE DEPARTMENT’S ILLEGAL 
MANIPULATION OF APPROPRIATED FUNDS 


THURSDAY, JULY 26, 2001 

House of Representatives, 

Subcommittee on Government Efficiency, Financial 
Management and Intergovernmental Relations, 

Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 
2154, Rayburn House Office Building, Hon. Stephen Horn (chair- 
man of the subcommittee) presiding. 

Present: Representatives Horn, Schakowsky, and Owens. 

Staff present: J. Russell George, staff director and chief counsel; 
Bonnie Heald, director of communications; Henry Wray, senior 
counsel; Scott Fagan, assistant to the subcommittee; Chris Barkley, 
staff assistant; Davidson Hulfish, Samantha Archey, Fred Ephra- 
im, Fariha Khaliq, and Christopher Armato; interns; Michelle Ash, 
minority counsel; and Jean Gosa, minority assistant clerk. 

Mr. Horn. The Subcommittee on Government Efficiency, Finan- 
cial Management and Intergovernmental Relations will come to 
order. 

Congress spends enormous time and effort each year enacting 
appropriations. However, we spend too little time looking at what 
actually happens to those appropriations once they are imple- 
mented. Too often we just assume that congressional intent is car- 
ried out. Today’s hearing will show that this is not always true. 

We will examine and receive today a report from the General Ac- 
counting Office, and the General Accounting Office, as we all know, 
is headed by a very able Comptroller General, and when we refer 
to the report, it will be GAO, not always General Accounting Office. 
This report is on how the Department of Defense manipulates the 
balances of appropriations years after the accounts have been 
closed in order to free up money beyond the limits that Congress 
has imposed. 

Although this deals with an arcane subject, the GAO report pro- 
vides dramatic proof that the mischief can often be found in the de- 
tails. GAO auditors found that, in 1 year alone, the Defense De- 
partment came up with $615 million in potential extra funding 
through what the General Accounting Office terms “illegal or other- 
wise improper” adjustments to old appropriations balances. If these 
findings represent a typical year, the Department of Defense may 
have used those bogus “adjustments” to conjure up billions of dol- 
lars in back-door spending. 


( 1 ) 
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This is not a new issue. Long ago, Congress suspected that the 
Department of Defense was abusing old appropriations. Indeed, 
legislation initiated by the Committee on Government Reform’s 
predecessor, the Committee on Government Operations, was en- 
acted in 1990 to stop abuses. However, as this report clearly dem- 
onstrates, the Department of Defense has failed to comply with the 
law, and the Department’s manipulation of old appropriations bal- 
ances has continued largely unabated. 

Today’s hearing will examine three issues: First, how did these 
abuses happen? General Accounting Office auditors found impropri- 
eties that involved flagrant violations of basic legal requirements 
and financial management practices that ignore principles taught 
in Accounting 101. To cite just one example, the Department of De- 
fense shifted $38 million in payment charges to appropriations that 
had not even been enacted into law at the time the payments were 
made. We have invited the key managers who were involved in 
these transactions to testify today. We intend to get to the bottom 
of this one way or the other. 

Second, we want to know why these abuses persist. The General 
Accounting Office report shows that the Department of Defense 
uses ridiculously complex accounting codes that serve no apparent 
purpose and invite data entry errors. For example, the Department 
requires separate payment codes for bubble gum, Tootsie Rolls, and 
balloons that were purchased for a child care center party. 

In a 1997 report, the General Accounting Office stated that it 
was “imperative” to fix the Defense Department’s “complex and 
convoluted [contract payment] process.” The new GAO report states 
that these problems, “for the most part, still exist today.” In fact, 
the Department of Defense uses systems, policies, and practices 
that virtually have built-in features that cause violations of the 
law. The Department of Defense has known about some of these 
defects in the systems over the years, and no one has really done 
very much to correct them. These abuses have to end. 

Finally, we want to examine how these abuses can be stopped 
once and for all. You have got a new administration. You can start 
from ground zero and move through all of these systems. The GAO 
offers some good recommendations, but its past reports have fallen 
on deaf ears. There are encouraging signs that the new administra- 
tion is intent on resolving the Department of Defense’s daunting fi- 
nancial management problems, and it needs to follow through on 
those with concrete actions. 

In closing, I want to acknowledge that this GAO report is the re- 
sult of a joint request of this subcommittee and the House Budget 
Committee, chaired by a very able person, Representative Jim 
Nussle of the Budget Committee, who couldn’t be with us today. 
However, he has submitted a written statement that, without ob- 
jection, will be in the hearing at this point in the record. 

[The prepared statement of Hon. Stephen Horn follows:] 
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Chairman Stephen Horn 
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A quorum being present, the Subcommittee on Government Efficiency, Financial 
Management and Intergovernmental Relations will come to order. Congress spends 
enormous time and effort each year enacting appropriations. However, wc spend too 
little time looking at what actually happens to those appropriations once they are enacted. 
Too often, we just assume that congressional intent is carried out. Today’s hearing will 
show that is not always true. 

We will receive and examine today a General Accounting Office (GAO) report on 
how the Department of Defense manipulates the balances of appropriations years after 
the accounts have been closed in order to free up money beyond the limits that Congress 
imposed. 

Although this deals with an arcane subject, the GAO report provides dramatic 
proof that the mischief can often be found in the details. GAO auditors found that, in one 
year alone, the Defense Department came up with $615 million in potential extra funding 
through what the GAO termed “illegal or otherwise improper” adjustments to old 
appropriations balances. If these findings represent a typical year, the Department of 
Defense may have used these bogus “adjustments” to conjure up billions of dollars in 
backdoor spending. 

This is not a new issue. Long ago, Congress suspected that the Department of 
Defense was abusing old appropriations. Indeed, legislation initiated by the Committee 
on Government Reform's predecessor, the Committee on Government Operations, was 
enacted in 1990 to stop those abuses. However, as this report clearly demonstrates, the 
Department of Defense has failed to comply with the law, and the department's 
manipulation of old appropriation balances has continued largely unabated. 
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Today’s hearing will examine three issues: First, how did these abuses happen? 

GAO auditors found improprieties that involved flagrant violations of 
basic legal requirements and financial management practices that ignore principles taught 
in “Accounting 101 To cite just one example, the Department of Defense shifted $38 
million in payment charges to appropriations that had not even been enacted into law at 
the time the payments were made. We have invited the key managers who were involved 
with these transactions to testify today. We intend to get to the bottom of this. 

Second: We want know why these abuses persist. The GAO report shows that the 
Department of Defense uses ridiculously complex accounting codes that serve no 
apparent purpose and invite data-entry errors. For example, the department requires 
separate payment codes for bubble gum, Tootsie Rolls, and balloons that had been 
purchased for a child-care center party. 

In a 1997 report, the General Accounting Office stated that fixing the Defense 
Department’s “complex and convoluted [contract payment] process” was “imperative.” 
The new GAO report states that those problems “for the most part, still exist today.” 

In fact, the Department of Defense uses systems, policies, and practices that virtually 
have built-in features that cause violations of the law. The Department of Defense has 
known about some of these defects in its systems for years, but did nothing to correct 
them. These abuses must end. 

Finally, we want to examine how these abuses can be stopped — once and for all. 
The GAO offers some good recommendations, but its past reports have fallen on deaf 
ears. There are encouraging signs that the new Administration is intent on resolving the 
Department of Defense's daunting financial management problems, but it needs to follow 
through with concrete actions. 

In closing, I want to acknowledge that this GAO report is the result of a joint 
request by this subcommittee and the House Budget Committee. Representative Jim 
Nussle, the fine Chairman of the Budget Committee, could not be with us today. 
However, he has submitted a written statement that I would like to enter into the record if 
there is no objection. 

I welcome our witnesses today, and look forward to their testimony. 


2 



5 


Statement for the Record by Budget Committee Chairman Jim Nussle 
Hearing on DOD’s Canceled Appropriations Accounts 
Committee on Government Reform, Subcommittee on Government Efficiency 
July 26, 2001 

I would like to thank Chairman Horn for holding this hearing on Department of Defense canceled 
appropriation accounts. The idea for the hearing originated in a joint request by the 
Subcommittee on Government Efficiency and the Budget Committee to the General Accounting 
Office to review DOD’s adjustment of closed accounts. What the GAO found was that the 
Pentagon had opened up canceled accounts far more often than any other agency of government, 
and moved a far greater volume of dollars as well. 

What is more troubling is that over $600 million in “adjustments” should not have been made, 
and that over $150 million of that sum violated appropriations laws. This is particularly ironic in 
view of the fact that DOD’s rationale for making the adjustments in the first place was to “correct 
payment errors.” 

DOD’s canceled account problem is, however, merely the tip of the iceberg. It is a visible 
symptom of the Department’s long-standing problems with financial management. In his 
testimony before the Committee on the Budget on 1 7 February 2000, Comptroller General David 
M. Walker said: ”... [N]o major part of DOD is able to pass the test of an independent financial 
statement audit. Many have trouble just putting together a financial statement, much less having 

an audited financial statement The continuing financial management problems have real 

consequences for program management and resource allocation. For instance, DOD cannot 
properly account for billions of dollars of basic transactions, leaving the agency vulnerable to the 
misuse of appropriated funds.” 

Poor financial management systems and processes lie at the heart of many of the Department s 
seemingly intractable problems in areas such as acquisition and inventory, because the financial 
management system is intended to link budgets with expenditures, track the inventory of 
hardware that is bought and disposed of, and correctly record contract changes and other 
transactions. 

For many years, GAO has criticized the Pentagon’s inventory management for stockpiling years 
worth of supply of obsolete or unneeded items while critical spare parts shortages remained 
unaddressed. And such poor inventory control is not merely wasteful, it is dangerous: an 
Inspector General investigation of hundreds of thousands of defective chemical suits found that a 
dangerous situation was made worse because different lots of chemical suits - some good, some 
defective - were commingled, a violation of Federal accounting procedures. As a result, it 
became even more difficult to isolate the problem; this exposed military personnel to grave risk 
in the event of an emergency. The IG commented: “When responding to an urgent call for 
chemical protective suits in a chemical or biological emergency, there would be a heightened risk 
of screening errors. ’’ 
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But such errors are nearly inevitable given the daunting complexity and needless fragmentation 
of current financial management. Previous GAO testimony before the Budget Committee on 
DOD financial management included a graphic example of the complexity of the problem: an 
Army operations and maintenance code that is 65 digits long. It was a mystery why the Pentagon 
thought a code had to be more than seven times longer than the 9-digit Social Security Number, 
which can account for more than 260 million American citizens. And if that Army code 
represented a spare part, that did not mean an identical Navy spare part would have had the same 
code. Finally, the fact that DOD personnel often have to manually “key in” such data means there 
is a considerable risk of clerical errors. 

The new management team at the Department of Defense appears to understand this situation. In 
Congressional testimony. Secretary Rumsfeld stated this about DOD's financial management 
systems: “They’re not capable of providing the kinds of financial management information that 
any large organization would normally have,” adding that they would take “years” to put right: 
“The waste, the inefficiency, the distrust that results from the way it functions will over time, I 
fear, erode public support to the detriment of the country.” 

To its credit, the administration has added a $100 million initiative to the fiscal year 2002 budget 
to begin the process of fixing DOD’s financial management systems. But this initiative must be a 
sustained, multi-year effort, and the objective of a “clean audit,” while vitally necessary, is only 
an interim goal. The final goal is to give DOD managers accurate and timely information on a 
day-to-day basis - in other words, to make DOD’s financial operations transparent and 
responsive. 

In conclusion, I applaud Chairman Horn for holding this hearing on a critical aspect of DOD 
financial management. Congress cannot conduct meaningful oversight of executive branch 
operations without an assurance that appropriations law is being adhered to. And, as I have said, 
poor finance and accounting procedures in DOD have real-world implications that can endanger 
our service personnel. I look forward to this heanng not only laying out the facts, but also 
providing solutions. 
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Mr. Horn. I welcome our witnesses today and look forward to 
your testimony. I now yield for an opening statement to the rank- 
ing member, Ms. Schakowsky, the gentlewoman from Illinois. 

Ms. Schakowsky. Mr. Chairman, I thank you for holding this 
hearing. However, I must say that I am disappointed that we have 
to meet once again to review why the Department of Defense can- 
not get its financial house in order. 

At our hearing on the consolidated financial statement on March 
30th of this year, we learned that most agencies received “clean” 
or “qualified” audit opinions, while DOD received a disclaimer. 
DOD’s books were so fraught with error that an audit could not 
even be accomplished. Then at our financial management oversight 
hearing on May 8, 2001, we heard that DOD was the biggest cul- 
prit of financial mismanagement. Today we find that DOD is vio- 
lating the law. This is not to mention the two hearings in March 
2001 of the Subcommittee on National Security, Veterans Affairs, 
and International Relations, on which I serve, on “Vulnerabilities 
to Waste, Fraud and Abuse,” which found that DOD was the most 
vulnerable of the Federal agencies. Or the hearings held by you, 
Mr. Chairman, and your Democratic predecessors for well over a 
decade chronicling the serious financial mismanagement at DOD. 

Today we will hear from the General Accounting Office that DOD 
is illegally or improperly using its closed appropriations accounts. 
Specifically concerned with DOD abuse, Congress passed a law, as 
the chairman mentioned, in 1990 that states that appropriations 
accounts close 5 years after the last year in which the money was 
available for obligation. Yet, DOD seems to have ignored this law 
and has continued to use these closed accounts. 

Let me just mention one such illegal use. In 1999, DOD adjusted 
a 1992 account for $79 million. Unfortunately, that 1992 account 
closed in 1998 and never should have been touched. The law states 
that if DOD needed to make a payment on the 1992 account, it 
should have spent 1999 dollars, not 1992 dollars that were no 
longer available. 

This blatant abuse of appropriations accounts is just one more 
example of DOD’s longstanding financial management problem. 
Until DOD establishes the necessary systems, procedures, policies, 
and controls, and takes necessary managerial actions, we will con- 
tinue to hear about such missteps. 

I don’t know what it is going to take to give top-level DOD per- 
sonnel a wakeup call. GAO has explained that DOD’s prospects for 
the future do not look favorable. In GAO’s High-Risk Series Up- 
date, they state: 

“After having performed hundreds of reviews of major weapons 
systems over the last 20 years, we have seen many of the same 
problems recur — cost increase, schedule delays, and performance 
shortfalls. These problems have proven resistant to reform in part 
because underlying incentives have not changed.” 

Mr. Chairman, because of its sheer size and the magnitude of 
money involved, one would think that DOD would have the most 
updated systems and controls in place, and yet, it has the worst. 
I can only hope that DOD will not have to stand before this com- 
mittee a fourth time this year because of financial mismanage- 
ment. I further hope that all Members of the House will join me 
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in opposing the Department of Defense’s budget. Until DOD gets 
its financial house in order, it should not be rewarded with an in- 
crease. Thank you. 

[The prepared statement of Hon. Janice D. Schakowsky follows:] 
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STATEMENT OF REPRESENTATIVE JANICE SCHAKOWSKY 
SUBCOMMITTEE ON GOVERNMENT EFFICIENCY, FINANCIAL MANAGEMENT AND 
INTERGOVERNMENTAL RELATIONS 
HEARING ON THE DEPARTMENT OF DEFENSE’S 
USE OF CLOSED APPROPRIATIONS ACCOUNTS 
JULY 26, 2001 


Mr. Chairman, I thank you for holding this hearing. However, I must say that I am 
disappointed that we have to meet once again to review why the Department of Defense (DOD) 
cannot get its financial house in order. 

At our hearing on the consolidated financial statement on March 30, 2001 , we learned that 
most agencies received “clean” or “qualified” audit opinions, while DOD received a disclaimer. 
DOD’s books were so fraught with error that an audit could not even be accomplished. Then at 
our financial management oversight hearing, on May 8, 2001, we heard that DOD was the biggest 
culprit of financial mismanagement. Today we find that DOD is violating the law. This is not to 
mention the two hearings in March 2001 of the Subcommittee on National Security, Veterans 
Affairs, and International Relations, on which I serve, on “Vulnerabilities to Waste, Fraud and 
Abuse” which found that DOD was the most vulnerable of the federal agencies. Or the hearings 
held by you, Mr. Chairman, and your Democratic predecessors for well over a decade chronicling 
the serious financial mismanagement at DOD. 

Today we will hear from the General Accounting Office (GAO) that DOD is illegally or 
improperly using its closed appropriations accounts. Specifically concerned with DOD abuse, 
Congress passed a law in 1990 that states that appropriations accounts close five years after the last 
year in which the money was available for obligation. Yet, DOD seems to have ignored this law 
and has continued to use these closed accounts. Let me just mention one such illegal use. In 1999, 
DOD adjusted a 1 992 account for $79 million. Unfortunately, that 1 992 account closed in 1 998 
and never should have been touched. The law states that if DOD needed to make a payment on a 
1992 account, it should spend 1999 dollars, not 1992 dollars that were no longer available. 

This blatant abuse of appropriations accounts is just one more example of DOD’s 
longstanding financial management problem. Until DOD establishes the necessary systems, 
procedures, policies, and controls, and takes the necessary managerial actions, we will continue to 
hear about such missteps. 

I do not know what it is going to take to give top level DOD personnel a wake up call. 

GAO has explained that DOD’s prospects for the future do not look favorable. In GAO’s High- 
Risk Series Update, GAO stated, 

After having performed hundreds of reviews of major weapons systems over the 
last 20 years, we have seen many of the same problems recur -cost increase, 
schedule delays, and performance shortfalls. These problems have proven resistant 
to reform in part because underlying incentives have not changed. 
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Mr. Chairman, because of its sheer size and the magnitude of money involved, one would 
think that DOD would have the most updated systems and controls in place and yet, it has the 
worst. I can only hope that DOD will not have to stand before this Subcommittee a fourth time 
this year because of financial mismanagement. 1 further hope that all members of the House will 
join me in opposing the Department of Defense’s budget. Until DOD can get its financial house in 
order, it should not be rewarded with an increase. Thank you. 



11 


Mr. Horn. I thank you, and we will now move to the witnesses. 
I want to let you know a little bit of how this subcommittee works. 
One is, it is an investigating subcommittee. We will ask you to ap- 
prove and affirm the oath for not only the ones at the table, but 
the assistants behind the ones at that table. The clerk will take 
down who are the assistants behind, so we don’t have to go give 
the oath to somebody whispering in your ear, and we will just do 
it once. 

When your name is called, the statement, the written statement, 
automatically goes into the record. Don’t worry about it; it just goes 
in, and what we would like you to do is give us a summary of that 
statement. The staff and some of us have read through all that, 
and we would like to get sort of the essence of these problems and 
then we would like to have a dialog of the members on both sides 
of the aisle to see if we can get to solving some of these problems 
with you. 

[Witnesses sworn.] 

Mr. Horn. We have 1, 11 sworn in. 

We will start with our friends from the General Accounting Of- 
fice, Mr. Jeffrey Steinhoff, the Managing Director, Financial Man- 
agement and Assurance, of the U.S. General Accounting Office. Mr. 
Steinhoff. 

STATEMENTS OF JEFFREY C. STEINHOFF, MANAGING DIREC- 
TOR, FINANCIAL MANAGEMENT AND ASSURANCE, U.S. GEN- 
ERAL ACCOUNTING OFFICE; THOMAS R. BLOOM, DIRECTOR, 
DEFENSE FINANCE AND ACCOUNTING SERVICE, DEPART- 
MENT OF DEFENSE; JO ANN BOUTELLE, DIRECTOR OF COM- 
MERCIAL PAY SERVICES, DEFENSE FINANCE AND ACCOUNT- 
ING SERVICE, DEPARTMENT OF DEFENSE, COLUMBUS, OH; 
TINA W. JONAS, DEPUTY UNDER SECRETARY OF DEFENSE 
FOR FINANCIAL MATTERS, DEPARTMENT OF DEFENSE; AND 
MAJOR GENERAL EVERETT G. ODGERS, COMPTROLLER, 
HEADQUARTERS AIR FORCE MATERIEL COMMAND, WRIGHT 
PATTERSON AIR FORCE BASE, OHIO 

Mr. Steinhoff. Mr. Chairman, Ranking Member Schakowsky, 
I’m pleased to be here today to discuss DOD’s use of canceled ap- 
propriations under the 1990 Account Closing Act. At the outset I 
want to make clear that the problems I will highlight today predate 
the current DOD Comptroller and his team, who have pledged to 
deal with the serious financial management problems that have 
plagued DOD for decades. 

The 1990 act resulted because of serious abuses in the use of old, 
expired appropriations, principally by DOD. Under the 1990 act, 
once an appropriation has been expired for 5 years, it closes, and 
all remaining balances are canceled. It cannot be used for any pur- 
pose. Agencies may in only limited circumstances adjust accounting 
records for closed accounts — to correct clear-cut accounting errors. 
But, frankly, that should not happen very often, which, unfortu- 
nately is a big problem in DOD and largely why we’re here today. 

From the enactment of the 1990 law through the end of fiscal 
year 1999, DOD reopened 333 closed accounts valued at $26 billion, 
and between fiscal year 1997 and fiscal year 2000 made adjust- 
ments totaling about $10 billion to those accounts. By comparison, 
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all other Federal agencies combined reopened only 21 closed ac- 
counts valued at only $5 million. We audited $2.2 billion, or over 
80 percent, of DOD’s reported $2.7 billion in fiscal year 2000 ad- 
justments to closed accounts. The fact that DOD made $2.7 billion 
of adjustments in fiscal year 2000 alone shows a lack of adequate 
control over appropriations, which is one of the most fundamental 
financial management requirements. 

Compounding this problem, DOD had not put in place the sys- 
tems, controls, and managerial attention needed to properly comply 
with the 1990 law. As a result, $615 million of the $2.2 billion we 
audited, or 28 percent, were illegal or otherwise improper. For $108 
million, the appropriation had already canceled when the disburse- 
ment was made, a clear violation of the Account Closing Act. 

For $38 million, the appropriation charge had not yet been en- 
acted when the disbursement was made, which violates the Ac- 
count Closing Act as well as other appropriations law. For another 
$364 million, the payments had originally been charged to correct 
appropriations and, therefore, did not meet the limited criteria to 
adjust a closed account. And, yet, for another $105 million, there 
was not sufficient documentation to support the adjustment that 
was made. Those were improper as well. 

Now let me share several examples of what we found. Ms. 
Schakowsky mentioned one earlier that involved the $79 million 
that was associated with the C-17. In this case the account had 
closed 4 months before the payment was made, and by moving that 
payment back to a closed account, it was a clear violation of the 
1990 act. It was, therefore, illegal. 

For the second example, I’ve got a posterboard here that tries to 
explain this. These transactions are very complex. This is simpler 
than some of the others. When you collect money related to a can- 
celed appropriation, you have a recovery. Let’s say you overpaid a 
contractor and it led to recovery of funds related to a closed ac- 
count. You are supposed to return those moneys to the Treasury 
Department. They go into what’s called miscellaneous receipts. 
They then are under congressional control. That money is not 
available for agency use. In this case DOD had a recovery related 
to a closed appropriation account. They bypassed that appropria- 
tion account and credited that to an open account, meaning that 
was money that was free to spend. 

In another case, in order to pay a $685,000 invoice, DOD made 
$590 million of adjustments to closed accounts, $210 million of 
which did not meet the criteria for adjusting a closed account. I 
mention this because you see the magnitude of the accounting 
transactions that go on. They had a payment they couldn’t make 
to an open account, and to try to reconcile that payment, they had 
to go through a very complex, convoluted process that resulted in 
manyfold more in terms of adjustments than the initial trans- 
action. 

We found that DOD became aware in 1996 that there were defi- 
ciencies in its account reconciliation system that could result in vio- 
lations of the Account Closing Act. Although at the time DOD pro- 
jected that the cost to fix the system was only $24,460, nothing was 
done until May 2001, and only as a result of our review. In addi- 
tion, DOD contracting officials issued contract modifications that 
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directed that oldest funds be used first, a practice that was fol- 
lowed regardless of whether the appropriation had canceled, and it 
was intended to use unspent funds from canceled appropriations. 

Overall, our audit results provide another reminder of how bro- 
ken DOD’s management systems are today and why 8 of GAO’s 23 
high-risk areas pertain to DOD. I’m using the term management 
systems to decribe the problem, not financial management systems, 
because 80 percent of the information that Mr. Bloom and his team 
need to do their job comes from non-accounting systems. So we’re 
talking about an overall management system issue. 

Our report contains a number of recommendations, including the 
need to immediately reverse the $615 million of adjustments that 
violated the Account Closing Act. In the short-term there must be 
accounting discipline to avoid similar problems going forward and 
personal accountability for any future breakdowns. The buck must 
clearly stop somewhere. An effective monitoring and accountability 
system must be in place. 

For the long-term — and this is the big challenge — there is an 
overarching need for fundamental financial management reform as 
part of a total transformation of DOD’s overall business systems 
and operations. I am pleased that the Secretary and the Comptrol- 
ler have stated their intention to do so and that plans are being 
developed to transform DOD’s financial management systems. Ms. 
Jonas, here today, is really charged with achieving that. 

We need to look at the systems, policies, and procedures. I’ve got 
a couple of other posterboards here that I think I used last May, 
when I had the privilege of testifying before the subcommittee, and 
that the chairman alluded to in his opening remarks. You have a 
very complex set of accounting codes in DOD, but making it even 
tougher is that first two digits shown on the poster board under the 
caption “A-C-R-N.” You have multiple ACRNs on many contracts. 

One example in our report mentioned a $2.1 million payment 
that required the contractor to submit billing that had 487 pages 
in order to spread the $2.1 million to 267 ACRNs. It’s just a very 
difficult job for the Comptroller’s operation to perform. It’s a con- 
voluted, broken process. 

The second posterboard I have here is the infamous spider chart 
that speaks volumes about DOD’s contract and vendor pay system. 
This is DOD’s chart. I want to make that clear. This is what 
they’re saying is the environment they’re trying to move away 
from. I think recognizing a problem is very important, and here 
they clearly recognize it. 

I’ll point to that one system up in the top lefthand corner, 
MOCAS. That’s the system that was involved heavily in a lot of the 
transactions that we reviewed as part of this audit for the sub- 
committee. And to show you the challenge, the first letter, “M,” 
represents mechanization. That was a high-tech word in around 
1960-61, when this system came on line. So DOD is working with 
a system that’s close to 40 years old. Maybe it never worked that 
well in the beginning. There’s no real documentation for it, and it’s 
just a difficult challenge. It’s a world-class issue that they’re facing 
today, and we’re hopeful there will be, what I call, total trans- 
formation. The Comptroller General has spoken about this a couple 
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of times, and DOD is going to have to look at the entire business 
process from stem to stern. 

Mr. Chairman, Ms. Schakowsky, this concludes my summary re- 
marks. I will be pleased, when we get to the question-and-answer, 
to respond to any questions you have. 

[Note. — The GAO report entitled, “Canceled DOD Appropria- 
tions, $615 Million of Illegal or Otherwise Improper Adjustments,” 
GAO-Ol-697, may be found in subcommittee files, or by calling 
(202) 512-6000.] 

[The prepared statement of Mr. Steinhoff follows:] 
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Mr. Chairman and Members of the Subcommittee: 

Thank you for inviting me here today to discuss the Department of 
Defense’s (DOD) adjustments to canceled appropriation accounts. Our 
related report, 1 issued today and developed at the request of this 
Subcommittee and the House Budget Committee, describes DOD’s 
problems in establishing the requisite systems, controls, and managerial 
attention to properly account for its disbursements. My testimony today 
will summarize the detailed findings included in our report. 

In 1990, the Congress changed the law governing the use of appropriation 
accounts because it determined that controls over them were not 
working. 2 Committee reports and other statements relating to the 
legislation show that members of the Congress were concerned that the 
Congress had inadequate control over the expenditure of hundreds of 
millions of dollars of expired appropriations, particularly at DOD. Without 
adequate control, the Congress was concerned that agencies could 
disburse money in amounts and for purposes that it had not approved. The 
1990 law was intended to improve congressional control by providing that, 
5 years after the expiration of the period of availability of a fixed-term 
appropriation, the appropriation account be closed and all remaining 
balances canceled. After closing, the appropriation account could no 
longer be used for obligations or expenditures for any purpose. 

Because agencies need to keep accurate records, they may, in limited 
circumstances, adjust accounting records pertaining to closed accounts to 
correct unrecorded or improperly charged disbursements. To justify such 
an adjustment, an agency must have sufficient documentation for each 
proposed adjustment to show that it clearly meets each of the following 
three criteria: 

• the disbursement was made when the appropriation account to be 
charged was available to cover the disbursement, 

• the agency either did not record the disbursement when it was made or 
charged it to the wrong appropriation account at that time, and 


1 Canceled DOD Appropriations: $615 Million of Illegal or Otherwise Improper Atiiustments 
(GAO-Ol-697, July 26, 2001). 

National Defense Authorization Act for Fiscal Year 1991 (Public Law 101-510, dated 
November 1990). 
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• the proposed adjustment will result in the disbursement being charged 
to the proper appropriation account. 

From the enactment of the 1990 law through September 30, 1999, DOD 
requested that the Department of the Treasury (Treasury) make 
adjustments affecting 333 closed accounts valued at $26 billion. By 
comparison, during the same period, all other federal agencies combined 
requested that Treasuiy make adjustments affecting only 21 closed 
accounts valued at $5 million. 

According to DOD, adjustments affecting closed appropriation accounts 
during fiscal year 2000 exceeded $2.7 billion. Amid concerns over the 
magnitude of DOD adjustments affecting closed appropriation accounts 
and whether they complied with the 1990 account closing law, you and the 
Chairman of the House Budget Committee asked that we review the 
adjustments. Our review focused primarily on large dollar value 
adjustments made during fiscal year 2000, representing $2.2 billion (81 
percent) of the $2.7 billion of DOD’s reported closed appropriation 
account adjustments made during fiscal year 2000. 


Illegal or Otherwise 

Improper 

Adjustments 


Our review of $2.2 billion of DOD’s fiscal year 2000 adjustments affecting 
closed appropriation accounts found that about $615 million (28 percent) 
of the adjustments were illegal ($146 million) or otherwise improper ($469 
million). As shown in table 1, these adjustments to closed accounts should 
not have been made for four reasons. 


Table 1: Fiscal Year 2000 Illegal or Otherwise Improper Adjustments 


(Dollars in millions) 


Problem with adjustment Adjustment amount 

Appropriation already canceled when disbursement was made 

$107.7 

Appropriation not yet enacted when disbursement was made 

38.2 

No adjustment was necessary 

364.0 

Insufficient documentation 

104.9 

Total 

$614.8 


The following is an explanation of each of the four categories of 
adjustment problems. 
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Appropriation Already The 1990 account closing law specifically provides that closed 

Canceled appropriation accounts are not available for expenditures. We found that 

about $108 million of the adjustments resulted in charging appropriation 
accounts that had closed before the disbursements were made. These 
adjustments produced the same result as if DOD had made expenditures 
from and charged closed appropriation accounts at the time the 
disbursements were made. Therefore, these adjustments violated the 1990 
account closing law. For example, in December 1999, the Defense Finance 
and Accounting Service (DFAS) Columbus Center recorded an adjustment 
that changed $79 million of disbursements from charges against fiscal 
years 1993 through 1995 research and development appropriations to 
charges against a fiscal year 1992 research and development 
appropriation. According to documentation in the contract files, the 
adjustment was to correct previous disbursing errors by redistributing the 
payments in accordance with the payment terms specified in the contract. 
The payment terms of the contract specified that payments should be 
made using “oldest funds first.” Under this instruction, payments should be 
charged to the oldest appropriation cited on the contract until the 
obligated balance has been exhausted for that appropriation. Subsequent 
payments are then charged to the next oldest available appropriation, and 
so on, until all the funds are used up or the contract is complete. Making 
the adjustment that charged the $79 million disbursement to the closed 
fiscal year 1992 research and development account used up the unspent 
balances in that appropriation account and freed up funds on still open 
1993 through 1995 research and development appropriation accounts for 
other disbursement charges. 

We found that charging the $79 million of disbursements to the fiscal year 
1992 research and development appropriation was illegal because the 
disbursements were made in February 1999 — 4 months after the fiscal year 
1992 research and development appropriation account had closed on 
September 30, 1998. DFAS Columbus officials agreed that the adjustment 
violated the 1990 law and should not have been made. Our report, issued 
today, includes several additional examples of this type of illegal 
adjustment. 


Appropriation Not Yet Under 31 U.S.C. 1502 (a), an appropriation may be used to pay only those 

Enacted expenses properly incurred during the appropriation’s period of 

availability. However, we found that over $38 million of the closed 
appropriation account adjustments resulted in charging disbursements to 
appropriation accounts that had not yet been enacted at the time the 
disbursements were actually made. For example, in January 2000, a total 
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of $21 million of disbursements charged to fiscal years 1989 and 1990 
appropriations were changed to charges against fiscal years 1998 and 1999 
missile procurement appropriations. Since the actual disbursements were 
for expenses that were incurred before the fiscal years 1998 and 1999 
appropriations were enacted, charging disbursements to these two 
appropriations violated 31 U.S.C. 1502 (a). 

Further, included in the $21 million were $9.9 million in overpayments, 
which the contractor identified as a return of funds that were paid from 
the fiscal years 1988 through 1990 appropriations. These appropriations 
were canceled at the time the overpayments were returned. As discussed 
in our companion report, the 1990 law requires that the collection of 
canceled funds be deposited into the Treasury as miscellaneous receipts. 
However, we found that instead of forwarding the overpayments to the 
Treasury, DFAS Columbus redistributed the $9.9 million to current and 
expired appropriations that were funding the still-open contract. In 
discussing these errors with responsible DOD officials, they agreed that 
the $21 million adjustment and the $9.9 million redistribution were 
incorrect and should not have been made. According to the officials, they 
plan to reverse the adjustments and determine what actions are required 
to correct the accounting records, including returning the $9.9 million to 
the Treasury. 


No Adjustment Necessary Closed account adjustments totaling $364 million were improper because 
the initial payments had been charged to the correct appropriations and 
should not have been adjusted. DOD made these adjustments during 
contract reconciliations to try to correct errors in recording disbursements 
made under the contracts. Generally, these reconciliations were initiated if 
DOD could not pay invoices because other disbursements had been 
erroneously recorded against the wrong appropriations funding contracts. 
For example, in November 1999, DFAS Columbus received an invoice 
from a contractor for $685,000. DFAS Columbus could not pay the 
contractor because there were not sufficient funds available in the cited 
accounting line to pay the invoice. As a result, DFAS Columbus reconciled 
the fiscal year 1988 contract, which resulted in over $590 million of 
adjustments affecting closed appropriation accounts. Our review of these 
found that $2 10 million of the adjustments should not have been made 
because the actual disbursements — some of which were made over 10 
years earlier— were initially recorded correctly. As a result of this process 
to free up sufficient funds to pay the $685,000 invoice, DFAS Columbus 
made improper adjustments affecting the closed accounts. Thus, the 
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reconciliation resulted in at least $210 million of accounting errors that did 
not exist before the reconciliation took place. 


Insufficient To adjust its records, an agency must have sufficient documentation to 

Documentation show that the adjustment is legal and changed an incorrect charge to a 

correct one. However, neither DOD nor we could find sufficient 
documentation in DOD’s accounting and contract, records to support 
about $105 million of closed appropriation account adjustments. For 
example, in June 2000, DFAS Columbus made an adjustment that changed 
over $2.4 million of disbursements from charges against a fiscal year 1993 
appropriation thathad not-yet been canceled to a fiscal year 1992 
appropriation that had been canceled. According to the contract files, the 
adjustment was to correct a previous disbursing error. However, in 
reviewing the contract files for this adjustment, neither DOD nor we could 
identify the original invoice or other supporting documentation to show 
which appropriation should have been charged for the goods or service. 
We considered these types of unsupported adjustments improper because 
DOD must be able to provide documentation to show that the adjustments 
are legal and that they changed incorrect charges to correct ones. DOD is 
researching these transactions further to determine if additional 
documentation can be located to support the adjustments. 


Lack Of Fundamental DOD’s contract reconciliation process lacked the controls necessary to 
ensure dial adjustments to closed appropriation accounts were proper. 

Controls For example, system deficiencies in DOD’s Contract Reconciliation 

System (CRS) significantly contributed to many of the illegal closed 
account adjustments. 3 Specifically, CRS did not compare the actual 
disbursement date with the appropriation being adjusted to ensure that 
the adjustment met certain appropriation law requirements. DOD had been 
aware of the system deficiency since at least 1996, but took no action to 
upgrade CRS until we brought this problem to its attention. DOD officials 
could not tell us why they had not taken action to correct the problem, 
which they estimated would have cost $24,460 to fix in 1996. Had CRS 
been upgraded to make this comparison in 1996 when the programming 
defect was first identified, the $146 million of illegal adjustments made 
during fiscal year 2000 may not have occurred. 


3 CRS is an automated reconciliation system that has been used since 1995 by DFAS 
Columbus to perform contract reconciliations and to correct errors. 
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We also noted that DOD contracting officers were using contract 
modifications and other methods of communications to instruct DFAS 
Columbus to charge disbursements to older appropriation accounts 
without regard to whether adjustments would result in charging 
disbursements to appropriations that had been canceled. This practice, 
when combined with the deficiencies in CRS, resulted in some improper 
adjustments. 


Large Number of 

Adjustments 

Exemplify DOD’s 

Long-standing 

Financial 

Management 

Problems 


Finally, the remaining $1.6 billion (72 percent) of the $2.2 billion of 
adjustments we reviewed were adequately documented corrections of 
errors that DOD had made, over the years and, therefore, were not illegal 
or improper. They do, however, exemplify the broad-based, high-risk 
problems associated with the accuracy of DOD’s payment and accounting 
process. As we have previously reported, DOD has long-standing, serious 
problems with its ability to accurately account for and report on payments 
to contractors, which in these cases resulted in $2.7 billion in adjustments 
to closed appropriation accounts in fiscal year 2000 alone. Such issues 
have led us to report on the DOD’s financial management as an area of 
high risk since 1995. 4 DOD acknowledges that it has major problems with 
its accounting and reporting of disbursements and has various ongoing 
initiatives aimed at resolving them. 


In conclusion, Mr. Chairman, DOD circumvented the provisions in the 
account closing law that were intended to strengthen the Congress’ 
control over the amounts and purposes for which appropriated funds were 
spent. DOD was aware of the limitations the account closing law placed on 
the availability of canceled appropriations and that the law was enacted 
because of previous abuses by DOD’s use of old appropriations. DOD also 
knew that a mqjor system used to control its use of appropriations allowed 
for disbursements to be charged inconsistent with that law. However, it 
did nothing to fix the system, although it estimated the cost to do so to be 
minimal. 


4 GAO has designated government operations and programs as “high risk” because of either 
their greater vulnerabilities to waste, abuse, and mismanagement or major challenges 
associated with their economy, efficiency, or effectiveness. See Major Management 
Challenges and Program Risks: Department of Defense (GAO-Ol-244, Jan. 2001) and High- 
Risk Senes (GAO-0 1-263, Jan. 2001). 
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Our companion report on these issues includes recommendations that 
address the need for DOD to immediately reverse and correct the $615 
million of closed account at^justments we identified as illegal or otherwise 
improper and to take action to strengthen its policies, procedures, and 
controls over closed appropriation account adjustments. To the extent 
DOD is unable to make proper correcting adjustments because insufficient 
balances remain in the correct accounts, we are also recommending that 
DOD investigate and report on these adjustments, as required by the 
Antideficiency Act, 31 U.S.C. 1351, and implementing guidance. 

In the longer term, DOD will need to resolve its financial management 
problems, including the lack of leadership and accountability that have 
been the subject of numerous reports and recommended corrective 
actions over the years. The Secretary and the Comptroller of DOD have 
stated their intention to vigorously pursue financial management reform 
and plans are being developed to transform DOD’s financial management 
systems and practices. 

Mr. Chairman, this concludes my formal statement. I would be pleased to 
answer any questions that you or other members of the Subcommittee 
may have. 


Contact and 
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Mr. Horn. I thank the gentleman. We will now move through 
the panel and hold questions until we complete the presentations. 
Our next witness is Thomas R. Bloom, the Director, Defense Finan- 
cial and Accounting Service of the Department of Defense. Mr. 
Bloom. 

Mr. Bloom. Good morning, Mr. Chairman and Congresswoman 
Schakowsky. My name is Tom Bloom and I’m the Director of the 
Defense Finance and Accounting Service. With me is JoAnn 
Boutelle, who is Director of Commercial Pay Services for DFAS in 
Columbus. I welcome this opportunity to discuss with you the com- 
plex process of contract reconciliation and the GAO’s recent review 
of adjustments made with that process. 

DFAS has made some significant mistakes, and we recognize and 
generally agree with GAO that there have been, and to a lesser de- 
gree still are, procedural, systemic weaknesses in our contract rec- 
onciliation process, these shortcomings in the recording of adjust- 
ments to accounts that may be improper or illegal, as noted by the 
GAO in their report. We are taking specific, positive actions to en- 
sure that, in partnership with our customers, we do the right 
things in the contract pay and reconciliation process. 

DFAS makes various types of payments on large, complex, 
multiyear contracts. DFAS-Columbus disbursed approximately 
$280 billion on contracts during the 1997-2000 fiscal year time- 
frame. The payments are recorded against various appropriations 
in fiscal years that fund the specific contract. Contract closure, 
changes in liquidation rates, or revisions to overhead rates are just 
a few examples of acquisition business practices that result in ad- 
justments to previous payments. 

The contract file and payment history are subsequently rec- 
onciled. The duration of many of these contracts is extensive and 
more information becomes available during the life of those con- 
tracts. At the time of reconciliation the payment is validated 
against information current at the time of reconciliation. It must 
be noted that often new or additional information is used during 
the reconciliation process that was not available at the time of the 
original payment. Adjustments are made as a result of the rec- 
onciliation process to ensure that the payments match the contract 
terms and conditions. 

Reconciliations are performed by DFAS, other DOD personnel, 
and support contractors. DFAS-Columbus adjusted approximately 
$25 billion in disbursements during the 1997-2000 fiscal year time- 
frame that resulted from contract reconciliations. 

We agree with the GAO recommendations for DFAS. Let me now 
address the specific actions and steps we at DFAS have taken to 
ensure accounting adjustments made during the reconciliation 
process are sound. 

First, we have revised our procedures to ensure that adjustments 
are posted only to appropriations that are available at the time 
that a payment was originally made. 

Second, we have conducted mandatory training for personnel in- 
volved in the reconciliation process to ensure that they clearly un- 
derstand not only the adjustments procedures, but the appropria- 
tions law as well. 
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Third, we have changed our contract reconciliation system to in- 
stall changes that recognize and prohibit adjustments to fiscal year 
appropriations that have been canceled or not yet enacted at the 
time of the original payment. One of the systems is up and running 
as of May; the other system’s change will be finished in September. 

Fourth, we’re directing our accounting personnel to post all ad- 
justments regardless of appropriation balances and take the appro- 
priate action to report apparent violations of the Antideficiency Act 
to the military service or DOD agency involved. We will work coop- 
eratively with our DOD and service customers to provide them the 
necessary information for their review or investigations, as appro- 
priate. 

These actions we have put in place will give us a check-and-bal- 
ance process to ensure that adjustments resulting from the rec- 
onciliation process meet sound and prudent financial management 
practices. We are monitoring compliance with these requirements 
to ensure that invalid adjustments are identified and reversed, and 
we’re taking a very aggressive stance in DFAS. When we find prob- 
lems, we’re addressing them very quickly. For instance, recently, 
we found some duplicate payments that were made. We imme- 
diately shut down the system and will not start it back up until 
we have discovered why this is happening and make sure that it 
doesn’t happen in the future. 

We recognize the importance to our customers and to the Amer- 
ican taxpayer of having reliable, credible financial information, and 
this obviously includes the proper recording of adjustments result- 
ing from reconciliation actions on contracts. Mr. Chairman and 
Congresswoman Schakowsky, I assure you that the military and ci- 
vilian employees of DFAS are accountable for their actions and, as 
their leader, I am the most accountable. We seek only to provide 
the best service. Our uniformed members and American taxpayers 
deserve nothing less. I assure you that we will make the necessary 
adjustments to our financial records and systems, and we have al- 
ready examined our processes and put into place preventative 
measures that we will continually monitor. 

That concludes my remarks. Ms. Boutelle and I will be happy to 
answer any questions you all might have. Thank you. 

[The prepared statement of Mr. Bloom follows:] 
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Good morning Mr. Chairman, Congresswoman Schakowsky and members of the 
Subcommittee. My name is Tom Bloom and I am the Director of the Defense Finance 
and Accounting Service. With me is JoAmi Boutelle who is the Director of Commercial 
Pay Services for DFAS. I welcome the opportunity to discuss with you the complex 
process of contract reconciliation and the GAO’s recent review of adjustments made 
during that process. 

I would like to start by giving you a general picture of the size of our 
responsibility and operations. DFAS is the largest finance and accounting operation in 
the world. On an annual basis we pay approximately 5.4 million military members, 
civilians, retirees, and annuitants; issue approximately $288 billion in disbursements; 
execute some 100 million accounting transactions; pay approximately 14 million invoices 
and over 5 million travel payments. Our mission is to provide responsive, professional 
finance and accounting services for the Department of Defense. We take pride in what 
we do. 


We recognize and generally agree with GAO that there have been, and, to a lesser 
degree, still are procedural and systemic weaknesses in our contract reconciliation 
process. These shortcomings resulted in the recording of adjustments to accounts that 
may be improper or illegal as noted by GAO in their report. We are taking specific, 
positive actions to ensure that, in partnership with our customers, we do the right things 
in the contract payment and reconciliation process. 
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DFAS makes various types of payments on large, complex, multi-year contracts. 
DFAS-Columbus disbursed approximately $280 billion on contract payments during the 
FY 1997 - FY 2000 timeframe. The payments are recorded against the various 
appropriations and fiscal years that fund the specific contract. Contract closure, changes 
to liquidation rates, or revisions to overhead rates are just a few examples of acquisition 
business practices that result in adjustments to previous payments. The contract file and 
the payment history are subsequently reconciled. The duration of many of these contracts 
is extensive and more information becomes available during the life of the contract. At 
the time of reconciliation, the payment is validated against information current at the time 
of reconciliation. It must be noted that often new or additional information is used during 
the reconciliation process that was not available at the time of the original payment. 
Adjustments are made as a result of the reconciliation process to ensure that the payments 
match the contract terms and conditions. Reconciliations are performed by DFAS, other 
DOD personnel, and support contractors. DFAS-Columbus adjusted approximately $25 
billion of disbursements during the period FY 1997 - FY 2000 that resulted from contract 
reconciliations. 

We agree with the GAO recommendations for DFAS. Let me now address the 
specific actions and steps we at DFAS have taken to ensure accounting adjustments made 
during the contract reconciliation process are sound. 

First, we have revised our procedure to ensure that adjustments are posted only to 
appropriations that were available at the time the payment was originally made. Second, 
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we have conducted mandatory training for personnel involved in the reconciliation 
process to ensure they clearly understand adjustment procedures and that appropriation 
integrity is maintained. Third, we have changed our contract reconciliation system to 
install changes that recognize and prohibit proposed adjustments to fiscal year 
appropriations that were canceled or not yet enacted at the time of the original payment. 
One of these system changes (affecting canceled appropriations) is already implemented. 
The other change (addressing appropriations not yet enacted) is under development and 
will be ready for implementation in September, 2001. Fourth, we have directed oui- 
accounting personnel to post all required adjustments, regardless of appropriation 
balances, and take appropriate actions to report apparent violations of the Antideficiency 
Act to the Military Service or DoD Agency involved. We will work cooperatively with 
our DoD and Service customers to provide them with the necessary information for their 
review or investigation as appropriate. 

With these actions, we have put into place a “check and balance” process to 
ensure that adjustments resulting from the reconciliation process meet sound and prudent 
financial management practices. We are monitoring compliance with these requirements 
to ensure that invalid adjustments are identified and reversed. 

We recognize the importance to our customers and to the American taxpayer of 
having reliable, credible financial information. This includes the proper recording of 
adjustments resulting from reconciliation actions on contracts. 
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Mr. Chairman and Congresswoman Schakowsky, I assure you that we, the 
military and civilian employees of DFAS, are accountable for our actions. We seek only 
to provide the best service. Our uniformed members and the American taxpayers deserve 
nothing less. I assure you we will make the necessary adjustments to the financial 
records. We have already examined our processes and put into place preventive 
measures that we will continually monitor. That concludes my remarks and JoAnn 
Boutelle and I will be happy to answer your questions. 
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Mr. Horn. We thank you, and we will now move on to Ms. 
Boutelle, who is the Director, Commercial Pay Services, Defense Fi- 
nance and Accounting Service. Now are you simply backing Mr. 
Bloom up or 

Ms. Boutelle. Yes, sir. 

Mr. Horn. You didn’t have a written statement? 

Ms. Boutelle. No, sir. 

Mr. Horn. OK. We will have our next witness then, and that is 
Ms. Jonas. She is the Deputy Under Secretary of Defense for Fi- 
nancial Management, Tina W. Jonas. Please proceed. 

Ms. Jonas. Thank you, Mr. Chairman and Ranking Member 
Schakowsky. I appreciate the opportunity to come before you and 
discuss financial management reform within the Department of De- 
fense, and specifically the recent General Accounting Office report 
on canceled DOD appropriations. 

Let me tell you that the Secretary of Defense and the Under Sec- 
retary of Defense Comptroller and I realize that the Department’s 
financial management weaknesses are a very serious matter that 
must be addressed through comprehensive reform. Fundamental 
changes are required to reassure Congress and the American peo- 
ple that we are good stewards of the resources entrusted to us, and 
this is a priority of the Secretary, the Comptroller, and it is my 
highest priority. 

In order to accomplish some of those changes, the Secretary re- 
cently established a Department-wide financial management mod- 
ernization program to develop a DOD enterprise architecture. 
When implemented, that architecture will provide a blueprint that 
will guide the building of an integrated financial management sys- 
tem that will help prevent inappropriate financial transactions. 
The fiscal year 2002 DOD budget includes a request for funding to 
begin this critical modernization effort, and we hope that the Con- 
gress will support that effort. 

With regard to the specific concerns in the GAO report, I must 
emphasize that the Department’s policies are consistent with cur- 
rent statutes. Obviously, if the policies had been adhered to, the 
issues addressed in the GAO report would not have occurred. Un- 
fortunately, they did occur, and we are performing a high-level re- 
view Department-wide to determine what processes and policies 
need to be changed, and this will include, as Tom has already men- 
tioned, an internal review of the specific processes at the Depart- 
ment’s DFAS accounting service, and where we’ve identified cur- 
rent weaknesses, we are moving out to correct them. For example, 
we have provided additional training to 200 DFAS personnel, and 
we are making required policy changes, modifying automated sys- 
tems, and will take individual personnel actions where appropriate. 

In closing, Mr. Chairman, let me again stress that the Secretary 
and the Comptroller take these financial management weaknesses 
very seriously and are committed to aggressive financial manage- 
ment reform. We look forward to continuing to work with this com- 
mittee and with other interested Members of Congress and look 
forward to your support of our reform efforts, and would be happy 
to answer any further questions. 

[The prepared statement of Ms. Jonas follows:] 
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Statement of Ms. Tina Jonas 

Deputy Under Secretary of Defense (Financial Management) 
Before the House Committee on Government Reform 
Subcommittee on Government Efficiency, Financial Management and 
Intergovernmental Relations 
26 July 2001 


Mr. Chairman and Members of the Committee, I appreciate the 
opportunity to come before you and discuss financial management reform 
within the Department of Defense, and specifically the recent General 
Accounting Office (GAO) report on cancelled DoD appropriations. 

Let me begin by telling you that the Secretary of Defense and the Under 
Secretary of Defense (Comptroller) and I realize that the Department’s 
financial management weaknesses are a very serious matter and that they 
must be addressed through a comprehensive reform effort. Fundamental 
changes are required to reassure the Congress and the American people that 
we are good stewards of the resources entrusted to us. That is a priority of 
this Secretary, this Comptroller and it is also my highest priority. 

In order to accomplish those changes, the Secretary recently established a 
Department- wide Financial Management Modernization Program to develop 
a Department of Defense enterprise architecture. When implemented, that 
architecture will provide a blueprint that will guide the building of an 
integrated financial management system that will help prevent inappropriate 
financial transactions. The FY 2002 DoD budget includes a request for 
funding to begin this critical modernization effort and we hope that the 
Congress will support that effort. 

With regard to the specific concerns in the GAO report, I must emphasize 
that the Department’s policies currently in our Financial Management 
Regulation are consistent with current statutes. Obviously, if the policies had 
been adhered to, the issues addressed in the GAO report would not have 
occurred. 
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Consequently, we are performing a high level review of Department-wide 
issues and processes to determine what changes are needed-. This will include 
an internal review of the specific processes at the Defense Finance and 
Accounting Service. Additionally, where identified weaknesses exist, we are 
moving out to correct them. For example, we have provided additional 
training to approximately 200 Defense Finance and Accounting Service 
personnel, and we are making the required policy changes, modifying 
automated systems, and will take individual personnel actions where 
appropriate. 

In closing, Mr. Chairman, let me again stress that the Secretary and the 
Comptroller take these financial management weaknesses very seriously and 
are committed to aggressive financial management reform. We look forward 
to continuing to work with this subcommittee and with other interested 
members of Congress and look forward to your continued support of our 
reform efforts. I would be happy to answer any further questions that you 
may have. 
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Mr. Horn. We thank you, and now we will start in on the ques- 
tioning. I would like to ask just a few questions of Mr. Steinhoff. 

Your report recommends the Defense Department, in essence im- 
mediately, reverse the illegal and improper adjustments that you 
identified. The report also says the Defense Department must “im- 
mediately fix” the system contract modification problems and inad- 
equate policies and procedures identified in the report and which 
contribute to the abuses. How long has the Department been aware 
of your findings and recommendations? 

Mr. Steinhoff. As we performed our work, we did provide infor- 
mation to the Department regarding the 268 transactions audited, 
of which we questioned 154. So the times will vary from 3 to 6 to 
8 months for those. Our draft report, with our full portfolio of rec- 
ommendations, was provided to the Department about 2 months 
ago. 

Mr. Horn. What is the GAO’s idea of months and half-years and 
all the rest? Because we are moving into another cycle now. What 
kind of expectations should we have from the Department of De- 
fense on how fast they clean up this situation? 

Mr. Steinhoff. I think you must view this from both the long- 
and short-term perspective. In the short-term, I think it’s very im- 
portant that DOD put in place what I call a system of accountabil- 
ity. They’re still going to have that overall poor system environ- 
ment I mentioned in my opening statement. But what DOD has to 
do in the short-term is to very effectively carry out the range of ac- 
tions things Mr. Bloom mentioned. There needs to be strict ac- 
countability and oversight during this short-term until there’s clear 
proof that things are under control, that people are actually effec- 
tively doing these things. 

I would recommend things like approvals at various levels for a 
large dollar adjustment transaction; the $79 million transaction for 
example. There also has to be periodic monitoring. There has to be 
constant reinforcement. It can’t be told to people once or twice what 
is expected. 

In addition, it will be important to have periodic reporting in this 
initial stage, both internally and to the Congress. I don’t mean in 
perpetuity. We don’t need another report, but at least until there’s 
some feeling this is under control, reporting information such as 
the amounts and nature of adjustments, the status of actions to ad- 
dress underlying problems, and information on interim enhance- 
ments would enhance accountability. Another important control 
would be periodic audit. 

I know that we’ve been asked by this subcommittee and the 
House Budget Committee to do a followup review for fiscal year 
2001, and we will review the actions DOD has taken to address our 
recommendations. But I think maybe periodic audit by the IG after 
that is warranted, until you find out that this is really stabilized. 
Continuing congressional oversight is very, very important, know- 
ing that this is important to Congress is a catalyst for action. 

Mr. Horn. Mr. Bloom, how much work has been done on this? 
When did you first see the GAO recommendations, and what have 
you done about it? 

Mr. Bloom. Well, I first was briefed on the GAO recommenda- 
tions on April 12. I believe that there were members of my staff 
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who had been briefed prior to that. When I was briefed, I was obvi- 
ously concerned and immediately asked my staff what had we done 
and what were we doing at that point. At that point we had al- 
ready implemented a fair number of manual controls — some of the 
approvals that Mr. Steinhoff talked about, trying to really pinpoint 
accountability on the manual process. 

They were also working at that time on systems’ fixes, and I 
don’t want to say that systems’ can fix everything; they can’t. You 
have to have good people, diligent people, doing the right things, 
trained people. So we took steps to train our folks in appropriations 
law. We’ve been bookkeepers for too long and not accountants, and 
many of our folks have the title of accountant and we’ve got to earn 
that and we’ve got to act like accountants. So we’re training our 
people. We’re professionalizing our workforce. We’re adding the sys- 
tems changes and adding accountability. 

Mr. Horn. Could you tell me to what degree is the Columbus op- 
eration of your group — we know that for about 6 years that they 
have always been one of the biggest headaches we have seen. Now 
to what degree have you straightened out the DFAS-Columbus? 
You have referred to it, and I believe GAO referred to it. 

Mr. Bloom. I think you’re absolutely right, Columbus has been 
a problem for years. One of the steps that I took soon after taking 
this job, I think it was February 2000, I changed the scope of re- 
sponsibility, essentially broke that huge, that mammoth organiza- 
tion out there into two pieces, and then I changed executives. At 
that time JoAnn Boutelle came on board. She had actually been a 
deputy for a short time before that, but the most significant part, 
the contract pay part, this part we put JoAnn in charge. We think 
that’s a significant positive thing. It’s now the size that can be 
managed, and I believe I’ve got the right executive and she’s mov- 
ing to make sure that we’ve got the right managers. 

Mr. Horn. I now ask my ranking member here for 6 minutes or 
so. We will alternate, and then Major Owens will be next. 

Ms. Schakowsky. Thank you, Mr. Chairman. I have to tell you 
this infuriates me. I think the American people, if they really knew 
about this, would be infuriated as well. 

In 1996 we eliminated an entire welfare program which amount- 
ed to about $13 billion a year total for the whole program, Aid to 
Families with Dependent Children, because of perceived problems 
with that program. And, yet, if I am understanding correctly, since 
1990, $26 billion has been allocated from these closed accounts. Is 
that right, Mr. Steinhoff? 

Mr. Steinhoff. Actually, that was the value of the accounts 
opened by DOD. I don’t think there’s a precise number. For the last 
4 years there’s been $10 billion. 

Ms. Schakowsky. OK. 

Mr. Steinhoff. But it’s a very large number. 

Ms. Schakowsky. It’s a very large number. 

Mr. Steinhoff. It’s a very large number. 

Ms. Schakowsky. I mean, imagine, we have these huge debates 
about the National Endowment for the Arts. $100 million total is 
what are in budgets like that. So I think this is very, very signifi- 
cant. Besides, when we consider how this money could be spent 
even within DOD — and we are fighting to provide our men and 



36 


women in uniform with adequate living standards, etc. — this is 
positively infuriating. 

What I am trying to understand is how rapidly we are moving 
toward correcting this. My understanding now is that the law has 
been broken repeatedly, but a violation of the act includes not 
sending over a report that a violation has occurred. Now the GAO 
sent its draft report to DOD 2 months ago, and I should note that 
DOD failed to respond to the GAO draft. Has the DOD yet sent a 
violation report to the President and the Congress? Has anyone 
been disciplined due to findings in the GAO report? Has anyone 
been disciplined under the Antideficiency Act since 1990, when the 
law was passed? 

Ms. Jonas. Ranking Member Schakowsky, you’re referring to the 
Antideficiency Act and whether or not there was a potential viola- 
tion of that. There have been violations that have been reported. 
I have the Deputy CFO, Nelson Toye, with me. He may be able to 
have the number in his head. But, to date right now, we do not 
know specifically whether an ADA violation occurred. Part of what 
the Comptroller has ordered is an internal review of both the 
DFAS personnel and the Air Force personnel specifically with re- 
spect to that $79 million transaction. We’re very concerned about 
that. 

Obviously, I alluded to making adjustments to or taking appro- 
priate personnel actions. If there’s any indication that an ADA vio- 
lation occurred, we will get that to OMB, to the President, to the 
Congress, as soon as we know about it. So we’re working to under- 
stand what happened on the transaction. The Air Force may want 
to comment on their specific investigation to date on the $79 mil- 
lion, but we’re very concerned, as you are, about potential violation. 

Ms. Schakowsky. But a violation report has not been sent yet 
because it is still being 

Ms. Jonas. Not to my knowledge, no. I have only been here a 
couple of months. 

Ms. Schakowsky. And I am only in my second term, but all of 
us have to take responsibility 

Ms. Jonas. Agree. 

Ms. Schakowsky [continuing]. To the American taxpayers for 
things that have happened, even if it may not have been under our 
watch exactly. 

And in reference to that, you say in your testimony that we are 
going to develop a new Department of Defense enterprise architec- 
ture and that it will help prevent inappropriate financial trans- 
actions. I want to tell you something: Unless we are told something 
better than we think this will help to prevent these kinds of ille- 
gal — not just inappropriate but now we are hearing illegal — trans- 
actions, that is just not going to make it. It seems to me that you 
have to promise better than trying to help prevent these kinds of 
things. 

Ms. Jonas. I think the word “help” there is — Jeffrey has re- 
sponded to this; this is a multifaceted problem. Systems can do so 
much, and we need to make appropriate enhancements, modernize 
these. We mentioned the MOCAS system that is over 40 years old. 
What has not happened in the past is there’s never been money de- 
voted to actually modernizing these systems that are antiquated 
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and cause the multiple transactions that increase the likelihood of 
errors, etc. 

But, to your other point, we intend to take swift, aggressive ac- 
tion, you know, hold our managers accountable. This is also a peo- 
ple, procedures, and policy issue. We fully agree with you; it’s the 
systems — you can’t blame everything on the systems. So we have 
to take a multifaceted approach to this financial management prob- 
lem, and we intend to do so. 

Ms. Schakowsky. The GAO in the High-Risk Series Update that 
I had quoted says that, “These problems have proven resistant to 
reform, in part, because underlying incentives” — incentives — “have 
not been changed.” So what are the incentives that need to change? 
Because it feels to me like that gets to more than systems, but 
maybe even a culture that needs to be changed. I don’t know. 

Mr. Steinhoff. A lot of the challenge that the Department faces 
is a cultural challenge. DOD is largely a stovepiped operation with 
each service operating in their own way. You have stovepipes with- 
in services. You have OSD that has a different set of responsibil- 
ities. It’s very rare, if ever, they ever do something in a joint man- 
ner. That accounting code I showed you earlier on the poster board 
was for one service. For the other two services, it’s a different ac- 
counting code. 

There has really been no one focal point that is in charge for 
broad reform. There are certain elements that the Comptroller 
General, David Walker, has outlined that are very, very key. 
Transformation has to come from the top and, as I said earlier, 
we’re most encouraged by at least the words so far from the Sec- 
retary. It has to come from the top. It has to include re-engineer- 
ing, not just fixing what’s wrong now, because the basic system is 
broken, but re-engineering the system, thinking outside the box, 
breaking down those stovepipes, changing the way folks behave on 
a day-to-day basis, and having something like a board of directors 
who would make corporate-type decisions over how DOD is going 
to operate in the financial acquisition personnel, and logistics 
worlds, all the way down the line. 

When I spoke earlier about 8 of the 23 high-risk areas, I could 
have focused on just the one, financial management, but I view 
these as all being intertwined. It’s one set of management proc- 
esses, and they haven’t been viewed in that way in the past. I’m 
hopeful they’re being viewed that way today. 

Mr. Horn. The gentleman from New York, Major Owens. 

Mr. Owens. Thank you very much, Mr. Chairman. 

Is there now going to be — well, let me just backtrack. Does West 
Point have any courses in accounting? There is some place where 
you draw on your personnel, personnel capable of handling this 
kind of mega-accounting job. Is that part of your system? Do you 
have a place to draw the human beings from who are going to be 
the accountants and the managers of the system? 

Mr. Bloom. We have an aggressive training approach, and we’re 
implementing an aggressive recruitment approach. 

Mr. Owens. Well, what does that mean? You get your supply of 
bookkeepers and accountants from the same place as the rest of the 
marketplace? 

Mr. Bloom. Yes. 
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Mr. Owens. But there’s no place where you are training people 
and spending money for grants and really preparing them for this 
kind of accounting? 

Mr. Bloom. We actually are. We have a significant training 
budget, and we do do a significant amount of training in-house. I 
think last year we spent over $50 million training our folks. So 
we’re focusing on it. We need to bring our folks up not just one 
notch, but probably two or three notches, through education, 
through training, and through better recruitment of folks. 

Mr. Owens. Are you comfortable that there is now a pipeline 
being established which will guarantee that you will have the peo- 
ple you need? Are you competing with private industry in a way 
that you are always going to have amateurs and new people; in 
terms of the personnel problems, they will always be there because 
there is no definitive pipeline that you have control of a set of in- 
centives? What is the top salary for an accountant? 

Mr. Bloom. At a GS-13 level, I believe it’s in the $75,000, 
$65,000-$75,000, depending on what part of the country 

Mr. Owens. And you are competing with Wall Street and every- 
one else who has 

Mr. Bloom. And it is tough, but, you know, there are folks who 
like the idea of serving their country and doing the right thing. We 
haven’t exploited that to the extent that we can and will. 

Mr. Owens. Well, we have been in business for a long time, 
haven’t we? 

Mr. Bloom. We have. 

Mr. Owens. Billions and billions of dollars; it is not a small agen- 
cy. In previous years this committee has dealt with small agencies 
like the Department of Agriculture, which had $14 billion in uncol- 
lected loans out there, but their budget is nothing like yours. When 
you make a mistake, a 1 percent set of mistakes is huge, and on 
and on it goes. 

My problem is that we have not approached the problem with 
maximum assigned high priority to it: the training, the develop- 
ment of a system, like a few things here computers could have 
done. Now you have done it, I hope. There are certain things you 
can do with computers. I am sure you will do all those things or 
have done them, but I did hear somebody say that the system had 
not been funded properly. Can we assume it has been funded prop- 
erly now to do the things you have to do, which are obvious, with 
computers, the things that are fixed and not human errors, not per- 
sonnel-related? You have done those things now? 

Ms. Jonas. Well, the modifications that Tom was discussing with 
respect to these particular transactions, I think part of that has 
been completed. The additional part will be complete by September 
30. The type of system architecture that I was discussing in my 
testimony is a really long-term problem, and it has to do with mak- 
ing the systems — you saw the current environment chart that GAO 
put up, and I actually think that expresses very well the kind of 
difficult challenge we have. But integrating these systems so that 
we don’t have the multiple transactions and the potential for error, 
that’s the long-term phase and that’s why we’ve included funding 
in the budget to try to do that integrated architecture. They call 
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it an architecture, a blueprint for how systems and transactions 
will work. 

Mr. Owens. Mr. Steinhoff, do these agencies talk to each other 
about these problems at all? Four years ago, I think there were re- 
ports that the CIA had lost in its accounting system $2 billion. A 
few weeks after that, they said, no, it’s not $2 billion; it’s $4 billion. 
Part of that related to the satellite reconnaissance systems and 
things which overlap with the Department of Defense. I assume 
that the CIA went to work correcting their problem 4 years ago, 
and the Department of Agriculture some time ago, when we had 
them here. Maybe they went to work, I hope, to correct their prob- 
lem. Is there some kind of Federal across-the-board attention to the 
fact that management of finances ought to have a high priority and 
there ought to be things that are done on an ongoing basis system- 
atic about all Federal agencies? 

Mr. Steinhoff. There are several mechanisms in place today. 
There’s a chief financial officers’ council, which was established 
under the CFO Act, where the CFO’s meet I think roughly once a 
month. They also have various committees. There’s the Joint Fi- 
nancial Management Improvement Program, which I now chair, 
which meets on governmentwide issues. You have the group in 
OMB, the Controller who under the CFO Act heads the Office of 
Federal Financial Management that spearheads financial manage- 
ment across the board. If you look at solving the kind of problems 
faced in DOD, I believe they are unique. Their setup is unique. The 
type of environment they’re in is very, very unique. But there are 
those forums for sharing. 

I also will expand a little bit on the earlier issue you raised on 
human capital. That’s a real crisis today. You got right to the 
nexus of one of the most important management challenges. Across 
government, in every area, this is something that will perhaps be 
cataclysmic at some point in time. Just talking about the account- 
ing area — and this is a problem not just in government, but for pri- 
vate sector accounting — the number of accounting students at the 
college level has dropped by about 40 percent in the last couple of 
years. Kids really don’t get excited about being a career accountant, 
I guess, and they’re looking to more exciting things in life. This is 
becoming a real crisis. 

Mr. Owens. There is a really big, serious issue about a govern- 
ment initiative to guarantee you have the people to do the 
recordkeeping 

Mr. Steinhoff. Yes. 

Mr. Owens [continuing]. Financial recordkeeping. I once headed 
an agency for New York City which had a mere $80 million a year 
to spend. Three-quarters of the problems and the crises that I was 
confronting from time to time related to fiscal recordkeeping, you 
know. 

Mr. Steinhoff. Yes. 

Mr. Owens. So do we need — it is far-fetched to say at West 
Point — do we need some major federally funded effort if not to es- 
tablish our own academy, but to guarantee that there are incen- 
tives, scholarships, fellowships, and ways to get a ready supply of 
people who can manage these kinds of things? Because, as you said 
before, the whole welfare program could have run on your errors. 
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Needless to say — the CIA lost track of $4 billion — what we could 
have done with that. 

Mr. Steinhoff. You basically have to deal with a range of 
human capital initiatives that are now being considered. People 
have to use their existing authorities better than they do today. In 
addition, I think the Congress is considering a number of actions 
with respect to human capital. 

Also, Mr. Bloom may or may not agree here, but earlier he men- 
tioned bookkeepers versus accountants. To the extent DOD can 
turn around its system it can move away from having as many 
bookkeepers or as many people trying to reconcile transactions. 
When one of every $3 of transactions is correcting or adjusting a 
previous transaction, when you have systems that require you to 
enter a transaction multiple times, and when you’re entering lit- 
erally millions of transactions unnecessarily, you end up having 
just an army of accounting clerks. 

Mr. Owens. Yes. 

Mr. Steinhoff. And you want to move toward fewer of those and 
many more people with high-end accounting and financial analysis 
skills, so that you’re making the necessary analysis. 

Mr. Owens. My time is up, but I want to thank you, Mr. Chair- 
man, for calling this hearing. Again, you are right on target in 
terms of many basic needs we have in terms of management. 
Thank you. 

Mr. Horn. I thank the gentleman. 

Let me get into this. We have some very able people here as ex- 
ecutives with a very good background. I am going to start with you, 
Mr. Bloom. 

You have been the Chief Financial Officer at both the Depart- 
ment of Commerce and General Services Administration. What is 
the difference you see between those two agencies and what you 
are confronted with in the Department of Defense, and what could 
you tell us on that? The reason I ask that is, when we got into the 
Y2K bit back in 1996, 1997, 1998, and all that, I also got into some 
of the accounting. I said at the time that, if Secretary Forrestal, 
the first Secretary of Defense, had just wiped out every accounting 
system he had there and get a system that would work — and how 
many accounting operations do you have, how many different ones? 
Maybe Ms. Jonas can help us on that. 

Mr. Bloom. Well, let me start with, the first question is the com- 
parison between the Department of Commerce and GSA and what 
we have at DOD. There are a couple of striking things that, frank- 
ly, caught me by surprise when I got here 2 years ago. You can talk 
about the size and you can read about how big DOD is, but until 
you’ve actually experienced it, this is a monolith. This is huge. So 
neither GSA or Commerce were anywhere near the size and com- 
plexity. 

The other thing is that some of the contracts that we’re dealing 
with go back to the seventies, the early seventies and the mid-sev- 
enties. So we’re dealing with very long-term, very large projects. 
The longer something exists, it’s almost geometric how errors can 
occur, and we keep these contracts going for years and years. 

You know, as a former Inspector General, I kind of believe that 
if a contract is over 5 years, you ought to rewrite it. Now that 
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causes the acquisition community heartache, I’m sure, because I’m 
looking at it from just an accounting standpoint. It might be inter- 
esting to hear what they would have to say about something like 
that. 

The other thing, since the contracts are so big and so long, are 
progress payments. We make progress payments along the way. 
That makes it increasingly more difficult and complex. I’m not try- 
ing to make excuses, sir, but it does make it more complex, and the 
sheer size and the stovepipes. You know Jeff Steinhoff mentioned 
the stovepipes. It isn’t just the Air Force or the Navy who do things 
differently from one another; we do things differently in different 
parts of those services. So the question that you asked, how many 
kinds of different accounting groups are there out there, while 
there is one DFAS and we took a bold step 11 years ago to form 
DFAS, that was really just half of it. There are literally — and I 
guess I’d ask Nelson Toye — hundreds of other accounting functions 
out there in the services, in the defense agencies, and lots of room 
for consolidation and standardization. 

Ms. Jonas. Mr. Chairman, I would just add, the systems which 
we called non-financial feeder systems, which incorporate all the 
service systems that they use for inventory and every other system, 
I think there are about 200 that we have identified so far, and 
we’re not positive that that’s the bottom of the barrel. In fact, one 
of the efforts that we’re currently looking at is getting a better in- 
ventory of these systems. It is enormous. It is just going to be a 
huge problem. 

We have to have the information. The data that flows from those 
non-financial feeder systems must be accurate as well. Tom’s just 
got the financial end of it, but the data that flows into it has to 
be accurate in order to have integrity. I think we have our hands 
full, and that’s why we had to go to a blueprint, or what they call 
an enterprise architecture, to just get a handle on what are we 
talking about in terms of the systems that are required to give the 
kind of trustworthy data that we need. Our budget request is about 
$100 million for 2002 to begin this. So it’s a fairly sizable amount 
that the Secretary has set aside to try to address this very serious 
problem. 

Mr. Horn. Well, I think, as everybody knows, we have a real 
problem in terms of human infrastructure, not just the machines, 
and we’re losing thousands of people from the services, from the ci- 
vilian side. I would hope that in this administration every single 
political appointee goes to some college so that they can make a 
speech as to the opportunities that one has. You never get the 
chance that you have in the services. They have more responsibility 
and they are responsible for millions of dollars worth of equipment 
and all the rest. We ought to make that challenge in some of the 
people that are graduated, both undergraduates and graduates. I 
would hope we would work that system and try to say, you know, 
10,000 people are leaving; we need 20,000 maybe or 15,000 to solve 
some of this. 

Ms. Jonas. Dr. Zakheim has been out, he has his doctorate and 
he is a very strong supporter of education, and we will take every 
opportunity, Mr. Chairman, Jeff has raised, and the Comptroller 
General has raised, with Secretary of Defense Rumsfeld many of 
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these issues — in fact, did so, I think, last Friday. So we are very 
attentive to the issues that GAO is raising, and we’re glad that 
they are raising them. It gives us the opportunity to try to address 
them. 

Mr. Horn. You are one of us on Capitol Hill. So how did it shock 
you when you went over there 

Ms. Jonas. Yes, you’re right, Mr. Chairman. 

Mr. Horn [continuing]. Since you were handling appropriations? 

Ms. Jonas. I worked on the health care accounts for Mr. Young 
and that was a shock. They had similar issues and problems. So 
I was somewhat aware of what I was walking into. 

Mr. Horn. Well, you should know all the ins and outs then. 

Ms. Jonas. Not all. 

Mr. Horn. And maybe in a couple more months you’ll know all 
of the Defense Department’s ins and outs. 

So what is the best way we can say to solve this problem now? 
Is it just putting people on it, Mr. Bloom, or what? What do you 
think? How can we get a plan moving to solve this thing? 

Mr. Bloom. We need a holistic approach. I grew up in Detroit, 
and I was a goalie in hockey as a kid. My job at Defense is kind 
of as a goalie. I am the last line of defense. But that isn’t — we need 
to get the whole team working together. We need to get the for- 
wards and the centers and the defensemen, and that’s the acquisi- 
tion community; it’s the FM community throughout DOD. We all 
need to be working together on this. We haven’t done a great job, 
frankly, of working together and taking the holistic approach. Cer- 
tainly this report is going to help get our attention and force us to 
do that, to work more as a team, so that we’re not relying on just 
one part of the team to make sure that the wrong things don’t hap- 
pen. 

Mr. Horn. Well, if you don’t mind, General, I would like General 
Odgers to come forward so we can get a feeling for what goes on 
in the Air Force and how that relates to the overall defense situa- 
tion. You’ve got a lot of talented people that go into the Air Force. 
I just wondered, what do you see as the kind of talent you are get- 
ting to help you in accounting situations and general housekeeping 
and administration, and whether your people coming out of ROTC, 
or whatever, can you get talented people to deal with that? 

General Odgers. Mr. Chairman, Ms. Schakowsky, I am Major 
General Everett Odgers, and I am the Director of Financial Man- 
agement and Comptroller for Air Force Materiel Command — in lay 
terms, I’m the Chief Financial Officer. We’re the parent command 
for the centers where most of these activities took place that are 
detailed in the GAO report. 

We do have a very difficult time recruiting and retaining quali- 
fied financial management personnel. We have teams we send out 
to the universities annually to recruit people, bring them into what 
we call our PALACE Acquire Program, which is a 3-year training 
program, to take their accounting and financial management de- 
grees and grow them into useful Federal Government employees 
for our accounting and financial purposes. That program works 
very well, but it clearly does not bring on nearly the people that 
we need. 
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As we work through all of the workforce issues that we have 
within the Department of Defense and in the Air Force, we con- 
tinue to strive to find qualified people. It’s an extremely difficult 
process. We are in competition with private industry, and it is very 
stiff competition. In many cases they win at some of the bigger and 
more prestigious universities where we would like to draw talent 
from, sir. 

Mr. Horn. Do you lose a lot of people after your 2 or 3 years of 
helping them through college and this kind of thing? 

General Odgers. Our experience in the more lucrative employ- 
ment markets, such as the area around Hanscom Air Force Base, 
Boston, MA, and Los Angeles near the Space and Missile Center, 
and areas such as that, we are in stiff competition and we tend to 
lose these people either to contractors who are working for us in 
some way or to private industry, sir. 

Mr. Horn. What can we do about it, anything else? 

General Odgers. We have worked with the Air Force, our com- 
mand has, in workforce-shaping initiatives to find ways to better 
recruit people, through legislation or other activities, to offer bo- 
nuses to people as we recruit them so we can become more com- 
petitive with private industry and draw the talent that we need, 
sir. 

Mr. Horn. Let me move back to Mr. Bloom. I want to focus on 
following two specific cases. One adjustment charged fiscal year 
1998 and 1999 appropriations for $21 million in payments that 
were made before these appropriations had been enacted into law. 
This is an obvious violation of the law and common sense. I wonder 
what you can tell me about this and the $21 million, and where 
is it now? 

Mr. Bloom. It was just a mistake. JoAnn may be able to give 
more details. No excuse, sir. 

Mr. Horn. Ms. Boutelle is the Director, Commercial Pay Serv- 
ices, Defense Finance and Accounting Service. 

Ms. Boutelle. Yes, sir, and we receive adjustments from the 
services as well as from the staff that we have at Columbus per- 
forming reconciliations and from contractors. The particular one 
you’re addressing, the $21 million, came in from the Air Force, and 
I would have to defer to General Odgers for any specifics on those 
adjustments. I can tell you that, where DFAS was wrong was that 
when those adjustments did come in and fed through our contract 
reconciliation system, we did not have an edit in place to catch 
them and bring them to someone’s attention. That is one of the sys- 
tem fixes that we are working on. 

Mr. Horn. General, what about that $21 million in payments 
that were made before these appropriations had been enacted into 
law? 

General Odgers. Sir, clearly, the actions that were taken, the 
recommendations that were made by the Air Force people for those 
transactions were in error. We are in the process of correcting 
those entries, and as we do that, we go through looking at all of 
the ancillary accounts that are involved in this to determine wheth- 
er there are any problems that will arise such as a negative ac- 
count where we would have to go into an Antideficiency Act inves- 
tigation. Clearly, we were in error. The internal controls that were 
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in place, the management actions that should have taken place, did 
not occur, sir, and we need to fix that. 

Mr. Horn. Now is that going to be fixed within the Air Force or 
is it going to be fixed within the Department of Defense? 

General Odgers. We obviously are going to work with the De- 
partment of Defense, but on the Air Force’s part we recognize that 
we need to take some very rapid action. We are very concerned. We 
consider this a significant setback in our work toward CFO compli- 
ance, as you’ve had hearings on this subject in prior years, sir. 

We have launched an intensive training program for our program 
managers, financial management people, contracting people, the 
contractors who work with us in this area, for our reconciliation 
agents, the people who sign off on many of the modifications. We 
want to go out and give them intensive training modeled after the 
New Start process that we went through last year after we ran into 
some very serious problems there. So we plan on going out, launch- 
ing that program in the month of August, to give them refresher 
training in accounting for appropriations, particularly where can- 
celed year funds are involved, to assure everyone understands the 
law and how the law operates. 

In the longer term we need to work with the Defense Acquisition 
University to try to get more accounting and fiscal law information 
into their courses for the financial managers, program managers, 
and acquisition people, and we are establishing, working with Mr. 
Speer, who is the Principal Assistant Deputy Secretary of the Air 
Force for Financial Management, limits for approval of these types 
of transactions, where up to $1 million the program manager has 
to sign off on them; from $1 million to $10 million, the center or 
installation comptroller will have to sign off; $10 million to $25 mil- 
lion comes to my office at the major command, and $25 million and 
above will have to come to the Air Force. This is a process that we 
have for some other things. It works very well, and we think put- 
ting this in place for some period of time at least will get the sys- 
tem back under control, so that we will know what is happening 
out there, sir. 

Mr. Horn. In terms of the professionals and the support service 
on the financial side of the Air Force, how many do you have that 
are civilian? How many are Air Force? 

General Odgers. Uniformed members, sir? 

Mr. Horn. Yes. 

General Odgers. In my command — and I can only speak for Air 
Force Materiel Command; I do represent about 28 percent of the 
total Air Force — 35 percent of the civilian population, and 15 per- 
cent of the military population, sir. 

Mr. Horn. Now on the military side, if you have somebody that 
is really lousing things up, you can either not promote them or you 
can do a number of things. 

General Odgers. Correct. 

Mr. Horn. But you don’t really have much power on the civilian 
side, I would guess. 

General Odgers. Sir, if in the process of investigating a trans- 
action or some other activity that took place, if, in fact, it pointed 
to an impropriety or someone creating some illegal act, then there 
are administrative procedures that we certainly can take. The com- 
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mander has the prerogative to deal with these people through ad- 
ministrative punishment up to and including dismissal from the 
service, sir, if it’s serious enough. 

Mr. Horn. Well, would you say that you have better sanctions 
with the uniformed services than you have with the non-uni- 
formed? 

General Odgers. I would not agree with that totally, if I might, 
sir, phrase it that way. 

Mr. Horn. Sure. 

General Odgers. We have equal ability to investigate any impro- 
priety that occurs. Obviously, the military justice system is signifi- 
cantly different than it is on the civil service side, but both of those 
provide us the opportunity to prosecute people if, in fact, that is 
necessary — much swifter and quicker perhaps on the military side. 

Mr. Horn. When I go through the military side, I often remem- 
ber that it used to be master sergeants and chief petty officers that 
could have easily fixed that up, and if they didn’t, they had usually 
two books going anyhow. So whatever happened to those people? 
[Laughter.] 

General Odgers. I don’t know, sir. We’ve lost a lot of them, I 
know that. 

Mr. Horn. Yes. Don’t you wish we had them, right? 

General Odgers. Yes, sir. 

Mr. Horn. OK, one more example now, Mr. Bloom: The second 
adjustment resulted in shifting to other accounts $210 million in 
payments that had been charged correctly in the first place. In 
other words, this adjustment managed to convert $210 million of 
the correct charges into accounting errors. How are we going to 
handle that one? 

Mr. Bloom. Well, again, in the short-run, we need to look at 
every one of those transactions and figure out why we did it, why 
it got by us. In the long-run, having better managers, having better 
trained people and the systems enhancements — I mean, not only 
were these unnecessary, but they were costly. In other words, it 
costs us more money to do the wrong thing, and from an efficiency 
standpoint that was bad. It’s really the same tack. We just need 
to be better accountants. We need to do a better job, sir. 

Mr. Horn. I am going to yield the rest of the questions to the 
gentlewoman from Illinois, Ms. Schakowsky. 

Ms. Schakowsky. Thank you, Mr. Chairman. Unfortunately, I 
think I have more questions than time, but I do want to make a 
couple of points. 

Ms. Jonas, your predecessor reported, I guess to the Armed Serv- 
ices Committee, or it was said to them that the DOD can’t account 
for $40 to $50 million each and every day. That is a lot of money. 
You talked about $50 million for training in a year. That is a lot 
of money, too. But to not be able to account for that much money 
is completely and totally unacceptable. I look at that spiderweb and 
it doesn’t surprise me that people, regardless of pay, might be re- 
luctant to step into the middle of that. I mean, who would want 
to be in a systems environment that looks anything like that? Yes, 
maybe you could put that up. I mean, I don’t know what salary 
would encourage me to step into that. 
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The way I deal with spiderwebs is I knock them out. And 
trapped in that spiderweb are billions and billions of taxpayer dol- 
lars right there. Now that is an insult to the spider no doubt, and 
in this case probably a lot of spiders that are in there creating that 
web, but, clearly, we need to do that. 

But the question — and everyone acknowledges that, but it’s al- 
ways in — I don’t know what you call that part of speech — “We are 
working toward,” “We are in the process of.” If we were to call you 
back in 3 months, what could we expect is going to be different 
from what has happened? Anyone can answer that. 

Ms. Boutelle. Well, I can say from the DFAS-Columbus sys- 
tems problem that there were — what — 35 of the transactions that 
were in that illegal category, where we adjusted to an appropria- 
tion that was canceled at the time or not enacted. The system 
changes, we put in one that went in in May and that has fixed the 
backward move. Now there’s a few little problems with it that 
we’re working to resolve. 

And then the fix to 

Ms. Schakowsky. That is a scary thought, but OK, fix them. 

Ms. Boutelle. We are. We are. 

Ms. Schakowsky. Those little mistakes end up being $21 million 
here and $40 million there. 

Ms. Boutelle. Absolutely. Then the fix for the moving-forward 
adjustments, that’s the one that the developers are programming 
and will be testing and have that in place by the end of September. 
So these 35 transactions that got through will be caught and will 
not be allowed to go through. So in 3 months we will definitely be 
able to tell you those fixes are in the system. 

The other thing that we’re doing, we have trained a lot of the 
reconcilers that are government employees as well as contractors 
on appropriation law and on the specifics of these situations. We 
plan on having the rest of them trained by the end of September, 
so that they will also be knowledgeable. Hopefully, then, with the 
system fixes as well as the knowledge, we won’t find reoccurrences 
of these problems. 

General Odgers. Ma’am, if I might add to that? 

Ms. Schakowsky. Yes. 

General Odgers. Working with Ms. Boutelle, the actions that 
we’re putting in place, I would like to believe that once we get the 
process in place where these actions have to be certified by people 
above the program office, she won’t see very many of them and her 
systems won’t have to catch them. 

Ms. Schakowsky. And that will be when? 

General Odgers. That will be immediately. So 3 months of now, 
the number of transactions that she sees that are improper should 
not exist. I mean, they will not be there. 

Ms. Schakowsky. Mr. Steinhoff. 

Mr. Steinhoff. I think in 3 months you’ll see a number of the 
short term actions that I referred to in my opening statement to 
deal with this immediate problem that led to the illegal and im- 
proper transactions. Your spiderweb will still be alive and well. It 
will be alive and well for a number of years. This is a world-class 
challenge. Ms. Jonas mentioned the systems architecture for all the 
business systems in Defense. I think you’re talking somewhere on 
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the order of 7 years or more before they’re able to really get their 
systems in shape. That’s just a very rough guesstimate. 

Ms. Schakowsky. Ms. Jonas, how does that number sound to 
you? 

Ms. Jonas. The Secretary of Defense wants us to have this done 
in 6 years. 

Ms. Schakowsky. OK. 

Ms. Jonas. But I don’t know that’s possible, but we must strive 
to make clear near-term — within, you know, less than a decade — 
processes. 

Mr. Steinhoff. And the holistic approach that Mr. Bloom men- 
tioned before is really what is needed because, if you look back over 
time, the road in Defense is littered with billions and billions of 
dollars of systems development efforts that were well-intended 
going in with high hopes, and they just didn’t work real well. In 
part it was because they were done in a stovepiped manner without 
a clear set of blueprints for how they fit in with something else. 
So this transformation that the Secretary is beginning is very im- 
portant, and the control over those appropriations for systems and 
the wise spending of the moneys will be very important to make 
his 6-year goal. 

Ms. Schakowsky. And I think, Mr. Chairman, your efforts to 
continually engage in this kind of oversight activity is equally im- 
portant to make sure that it is clear to everyone that someone is 
watching. Thank you very much, Mr. Chairman. 

Mr. Horn. Well, thank you and we appreciate the questions you 
have asked, and we will make sure you ask a lot of others in the 
months to come. 

I might add that wonderful chart of the General Accounting Of- 
fice could conceivably come out of the papers of science and admin- 
istration and Grykunus’ chart, for those of you that read those 
books in the thirties, forties, and fifties, but it is a geometric move 
and it is very difficult to take those and figure them out. 

We’ve got to find a way to stop this practice, and I hope that the 
people from the Department of Defense will really focus on this be- 
cause I am going to hold a hearing about 3 months from now on 
this and see how far you have come. Closed accounts should be 
closed accounts. If any one of us wrote bad checks, they would 
bounce. If we intentionally wrote those bad checks, we would land 
in jail. That apparently doesn’t apply to the government’s largest 
agency. Over and over, Congress receives reports of departments 
and agencies violating Federal financial management laws and 
nothing seems to happen. Likewise, nothing changes. 

There is another law on the books, as Ms. Jonas notes, called the 
Antideficiency Act, and it is not enforced often. It is time to re-ex- 
amine them now. 

We will send you some questions we would like for both the mi- 
nority and the majority. So we would like to know where you are, 
and then 3 months from now we will be back here. 

I want to thank all of you for coming. I want to thank our staff: 
J. Russell George, right behind me, the staff director/chief counsel; 
Bonnie Heald, next to him, director of communications; Henry 
Wray, on my left, senior counsel in putting this together; Scott 
Fagan, assistant to the subcommittee; Chris Barkley, staff assist- 



48 


ant; Davidson Hulfish, Samantha Archey, and Fred Ephraim, in- 
terns; and a hard-working young intern, Fariha — it is Fariha’s last 
day with the subcommittee as an intern. Where is she? There you 
are. Thank you. She is one of our best interns. And then Chris- 
topher Armato, another intern. 

And the minority staff: Michelle Ash, the minority counsel; Jean 
Gosa, minority clerk. And Geri Lyda, the court reporter. 

Thank you very much, and we are adjourned for 3 months. 

[Whereupon, at 11:30 a.m., the subcommittee was adjourned.] 

[Additional information submitted for the hearing record follows:] 
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The 1990 law did not specifically authorize adjustments to closed 
accounts, and initially the Treasury Department rejected DOD’s 
attempts to adjust them. However, GAO issued a legal opinion 
holding that DOD could make such adjustments in limited 
circumstances. The GAO opinion was controversial. Senator 
Grassley strongly disagreed with it. He regarded adjustments to 
closed accounts as a “gimmick to circumvent the law and make 
another end run around Congress.” He warned that permitting 
such adjustments created a loophole that would allow DOD to 
continue to spend hundreds of millions of dollars “through the 
back door,” thereby avoiding the appropriations process. 

Attached is a Congressional Record excerpt from 1994 that 
provides background on this issue. 
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trying to enhance his security while he 
1 this war zone. While the Atnbas- 
idor can carry out some or his duties 
frota Vienna, he is still the Ambas- 
aadok to Bosnia and must have cfte 
abiiltV to represent the Unit ed States 
in Sarajevo on a fairly regular basis. 

I believe that it is in the United 
Suites interest to h&ve a presence in 
Sarajevo on a more regal ex basis con- 
sistent wirh reasonable security re- 
\he United States recog- 
nizes and hak established diplomatic 
relations with Bosnia and Herzegovina. 
While administration policy has been 
to push arid a tkc/issuo of the war in 
Bosnia as much as\cussibl«t, we cannot 
let our representation and presence in 
Bosnia suffer the sam^Is-te. 

Therefore, I hope that those respon- 
sible for this matter in\he State De- 
partment will Interpret \hies amend- 
ment as a big hint and move forward 
With providing the Ambassador imme- 
diately with armored vehicle^, a reli- 
able communications capability, and 
at the very least, a semipermanent fa- 
culty for which he can operate ln^axa.- 
jeVo, and where he can talcs Bheltbr if 
he gets stuck there during period\of 
Intensified fighting. Let'B not fori 
that the situation In Sarajevo is 


■Use PRESIDING OFFICER. Without, 
objection, it Jfi bo ordered. / 

Mr. GRASSLEY. Madam President/! 


and CongreeB has passed cough legist- 
v tion against these practices. And J 
■comlted that the harm to childf 


flak unanlmouB consent to speak &$ if d\es not exist only where the chilc/her- 


to the morning business. / 

The PRESIDING OFFICER. Without 
objection, It ie so ordered. / 


; intends to act isaciVioxsiy/or is 


THE AMICUS CURIAE BRIB* 1 IN 
UNITED STATES VERS US, -KNOX 
Mr. GRASSLEY. Madam PlCsident. I 
wanted to bring- my colleagues up to 
date on the statue of an amlcuB brief 
that many of «8 will file fix the case of 
United States versus Kr.oX. 

On November 4, all 18? of u* voted for 
a resolution that Senator Roth and I 
offered that ex] 

Senate that the Govi 


Court brief in the / &iox case failed to 
reflect congressional intent In enacting 
the Child Protection Act of 1984. 

Knox, a repast offender under thia 
statute. had purchased videos that por- 
trayed youn^f scantily clad girlB m 
provocative noses. In the resolution, we 
rejected thjy Government briefs newly 
found focu^ on the Intent of the victim, 
rather than the pomogr&pher's intent 
as reflected in the video. 

„ . . _ .v. We also rejected the Government's 

£U?S «- 22* *• ?«*• « 

tat the pubic area be discernible. 


to go in for a day, but find that the air* 
port lg closed only an hour later— we're 
not talking about the Washington-New 
York shuttle. 

I thank the managers for working 
with ub on language that is acceptable 
to the Foreign Relations Committee. 


\Wey- rejected that brief because it is 
clear that It was contrary so the 
„„lb of the 1984 act. And if It was not 
sb' clear, we would not have approved a 
feaffl^mation of that 1981 Btatuce by 


I ateiply cannot understand Ahy the 
Government has taken the; same side as 
the child pornography offender in this 
case Ar\d 150 other Members of Con- 
gress, boV^i Republican atjfl Democrat, 
agree. 

We hftve 'continued t/ add Members 
to our brieflae the coSrt order grant- 
ing us leave «X> appewF jn the case per- 
mits additional Members to be added 
until the brief \ flLW. Just within the 
last 2 days, twdyjfiore Senators have 
the sense of the had their names afeded. Pending prooe- 
mt'B Supreme dural motions it the case mean that 
the brief will h/ filed soon, perhape in 
only a few weaRs. \ 

NonetheleMf there ie «Wll time for Ad- 
ditional colleagues to join the brief 
that refiec® the position ail of us took 
on November 4, on the Bcnee-of-fche- 
Senate raBolut-lon when 1QO s 
reaffirm/d the original 1984 1 interpreta- 
tion of Joint statute. \ 

irge additional Senators ip join 
the btlef before the Third Circuit in 
Pen/sy! vania.. And I urge them toy 
obi/ co further the purpose of the o 

anti-child-pornography statuSt 
:d in 1681: Because we wanted to* 
iroteot the children of America. 


Mr, KERRY. Madam President, if I /vote oklOO to aero, in turn rejecting she 
may just clarify for the reoord, the/ Government's newfound Interpretation 
Senator from North Caroline- was abso/ of that 1984 statute, 
lately correct that there are technic-’ ,,T ” 


amendments in the group of en 
amendments. But there axe also 
amendments or substance that , 4 fcoth 
sides have agreed on that are ItiAheee 
en bloc amendments. So I think, for 
the record, for anybody wondering, all 
of the amendments are ajry&dmente 
that have been cleared on .Both sides 
and that would have beet^’poaued by 
voioe voce. / 

Madam President, with jeapect to the 
bill we have been on UR&ntl) now, the 
State authorization bUJ, there trill be 

votes Tuesday beginning at 10 o'clock 
in the morning and Are will be here to 
work on amendments as of 1 o’clock on 
Monday. So for tbjfw people who are on 
the list who have amendments that 
need to be disponed of before the dead- 
line on Tuesday evening, we will to 
working Mojflay at I o’clock with 
r starting at 10 o’clock in 
a Tuesday. 

resident, I suggest the ab- 
sence of afauerum. 

The PRESIDING OFFICER The ab- 
sence oft Quorum has been suggested. 

The clerk will call the roll. 

The assistant legislative clerk pro- 
ceeded to call the roll. 

Mr. GRASSLEY. Mr. President, I ask 
unanimous consent that the order for 
the quorum coll be rescinded. 


Following the unanimous vote on the 
resolutlon\Senator HEFLIN and I have 
coordinated^ the tiling of an amicus 
brief in ihoVfchird circuit, where the 
Knox case is now pending. 

The court has granted permission for 
Members of Congress to tile such a 
brief, and has allowed additional Inter- 
sated Members th join the brief. Cur- 
rently, more than\l50 Member* or Con- 
gresa have agreed/ to appear on the 
brief, Including 33 Senators. 


I -> M ACCOUNTS 

Mr. GRASSLEY. Madam President, I 
will address another point, eomofching 
that I addressed over a long period of 
time— -last year, at least-— the break- 
down of discipline and integrity in fi- 
nancial management within the Gov- 
ernment, I suppose there are problems 
ail the way through Government on 
this. But I have been spending moat of 
my time speaking about the breakdown 
of such discipline and integrity in fis- 
cal management specifically within the 
Defense Department. So, today, speak- 
ing farther on that, and 2 m ere epecin- 
colly to what I feel la incorrect, action 


As evidence of the nonpolitical na- the General Accounting Office has 


Core of the brief, the'Mernbere include 
Democrats and Republicans, liberals, 
moderates, and conservatives, north- 
erners and southerner*. *11 of theBe di- 
verse Members agree that the Justice 
Department has flouted dpngrsaslonal 
latent. 


taken. I wane to direct some criticism 
dealing with the Department of De- 
fense but this time toward the Comp- 
troller General, Mr. Charles Bowsher. 

I would have to a&y over a long pe- 
riod of time I have been very com- 
plimentary of things that Mr. Bowsher 


And they know that unless Members has done. He cooperated with me on a 


of Congress appear in nheXcaae and 
argue the original intent of\he stat- 
ute, then no on9 eUe will, sJnoe the 
Government decided to go a d efferent 
direction in their interpretation the 
law. 

Child pornography is a serious 
The sexual exploitation of child 
that neoessarUy occurs in its prods 
tion leaves lifelong scars on tfce\ 
young people. These potential victims 
deserve the protection of strong laws, 


great number of things. He has been 
very helpful to the Co Agrees as a whole 
in making sure that the taxpayer* 1 dol- 
lars axe well spent. Bet in this particu- 
lar Instance I have to disagree with 
what Mr. Boweher has said- 
My concerns about Mr.: Bowsher and 
GAO’b decision flow directly from that 
decision to reopen the Department of 
Defense, or DOD, M accounts. I am 
fearful the GAO decision will further 
the breakdown cf discipline and integ- 
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rlcy In the fiscal management Within 
our Government. And, of all Govern- 
ment officials, I think the Comptroller 
General should he In the forefront of 
enhancing fiscal management of Gov- 
ernment- 1 feel until thin decision I 
have not disagreed very often with Mr. 
Boweher, 

I would like to divide my presen- 
tation on Mr. Bowsher’s decision Into 
two parte. 

Today, 1 would like to address the 
legal issues surrounding the decision. 

Then next week I would like to focus 
on one technical aspect of the decision 
that I find particularly offensive. 

To refresh your memory, M adam 
President, DOD had stashed 550 billion 
in expired appropriations in a slush 
fund known hb the M aooountB. This 
money had accumulated over three or 
Ifour decades. This money had no fiscal 
[year identify and »aa being used to 
[cover oost overruns and other unau- 
thorized activities beyond the purview 
lof Congress. 

So Congress took steps in 1990 to 
close down the secret bank account. 
Congress passed a law that phased out 
the M accounts over a S-year period. 
The last M account was closed on Sep- 
tember 30. 1998. 

Early last year, I heard some Penta- 
gon bureaucrats were planning a last- 
ditch raid on the M accounts. 

They were seeking approval from the 
Comptroller General to draw substan- 
tial sums of money from M accounts 
that had been closed by a 1990 law that 
we pasBed. 

The Army wanted to recover 5130 
million that it said was Inadvertently 
canceled due to a olerlo&l error. 

I would like to meet the clerk who 
misplaced the decimal point and acci- 
dentally canceled J130 million in Army 
budget authority. 

The DOD plan causes me concern, 
Madam President, and it etill causes 
me conoern because they can go ahead 
now under this GAO ruling. 

To begin with, why would DOD turn 
to thB Comptroller General for relief 
from a law parwed by CongresB? 

I think thoro ie an obvloun answer - 

The bureau crate In the Pentagon 

I were hoping to use a legal gimmick to 
circumvent the law and make another 
end run around Congress. 

The Air Force had Previously 
launched a similar probe. Seeking relief 
from the M account law, but CongxeSB 
threw cold water on that idea. 

DOD figured the General Accounting 
Office [GaO] was easier than Congress. 
And they are right about that. 

The Army's 5180 million request was 

I to be a test case — like the camel's nose 
under the tent, A green light from the 
Comptroller General on the 5130 mil- 
lion oould open the flood gates. 

I The Air Force IS waiting In the wings 
with a request for another 5200 to 5300 
million of clerical error and maybe 
more. 


That is the word on the street, I do 
not know about the Navy. 

So on March 25, 1893. I wrote to Mr. 
B0w6her to inquire about how he in- 
tended to prooeed with the DOD re- 
auesb to reopen the M accounts. The M 
accounts had been closed by act of Con- 
gress. It took 6 long months to get an 
answer. 

Then Mr. Bowsher did exactly what I 
was afraid he would do. 

He gave the Pentagon the green light 
to reenter the magio vault or M ac- 
counts. 

Madam President, I do not under- 
stand Mr. Boweher'a decision. 

He cites legal authority but none of 
It withstands scrutiny. 

Madam President, the main source of 
my concern is Mr. Bowsher'e decision 
paper entitled "Department of the 
Treasury Request for Opinion on Ac- 
count Closing Provisions of the Fiscal 
Year 1991 National Defense Authoriza- 
tion Act." The report is identified, for 
anybody who wants to read it, by the 
number B-251237 and is dated Septem- 
ber 29, 1993. 

Madam President, I ask unanimous 
consent to print my letter and the GAO 
documents In the RECORD. 

There being no objection, the mate- 
rial was ordered to be printed In the 
RECORD, as follows: 

TJ.S. BXNnTE, 

Washington, DC, March 2S, 1993. 
Hon. Charles a. Bowbher, 

Comptroller General, US. Government Account- 
ing Office . Washington, DC. 

D*a« Mr. Bowshrr; I am writing to raise 
Questions about year review of the Depart- 
ment of the Treasury's request to exempt 
the Department of Defense (DOD) /Tom oer- 
toln provisions of the “M 1 ' account reform 
not of 1900— Sections 104b and 1406 Of Publlo 
Law 101-160. 

At DOD’* requeit, the Treasury Depart- 
ment IB seeking approval and authority to 
use "administrative procedure#" to on* 
substantial sums of money— at least $180 
million ana probably much more— nom "M" 
accounts that have bean cancelled and cloned 
by law. 

The Treasury Department baa asked you to 
render an opinion on this matter, based on 
the authority vested in your ofllce by 31 DSC 
1663 ana 31 DSC a3W. The request is con- 
tained in a letter dated October 27, 1932- 

Mr. Bowsher. I am somewhat baffled by the 
Treasury Department's request, since the de- 
partment readily admits that there is a© au- 
thority la the law to do what DOD wants 

B he Treasury Department'* letter clearly 
rest* that the “plain language” of the 
1 account reform aot leaveB no room for 
administrative discretion” to resolve DOD ’a 
money problem. The Treasury Department 
letter correctly points out chat the balances 
involved have been cancelled, deobllgated, 
withdrawn, and are no longer available. And, 
as Treasury points out, the law does contain 
a safety valve designed specifically to ad- 
dress the DOD a problem. If there are indeed 
legitimate obligations that are properly 
charged to accounts that have been closed 
under the current law, then Section 1405 
(h)(7) provides for the use of current appro- 
priations to meet those obligations. The 
Treasury Department concludes with this as- 
sessment: 


"The law does not provide for the adjust- 
ment or restoration of amounts cancelled or 
withdrawn baaed on clerical mistakes or er- 
rors in reporting; nor does It provide for ad- 
ministrative correction, after the foot, of 
cancellations or withdrawals which resulted 
Item olerfoal mistakes or errors in reporting | 

Mr. Bowsher, I chink Ohs Treasury Depart 
merit's interpretation of the law is entirely 
correct. The intent of the law jg crystal 
clear. There is no ambiguity fb the law what- 
soever. The accounts in question have been 
cancelled and dosed. The; balances In those 
accounts have bsen wiped off tbs books. 
They are gone. There Is nothing in the law 
that would permit DOD Or Treasury to re- 
open those accounts. And ; certainly, there is 
no authority in the law to establish “a pans 
through account mechanism"— as proposed 
by Treasury— that would] allow for adjust- 
ments after accounts were closed due to slop- 
py bookkeeping procedure^. 

Furthermore, if DOD had compiled fully 
with the “M" account legislation and au- 
dited those accounts ana 1 determined which 
obligati ob s were valid and supported by doc- 
umentary evidence as required by 31 CSC 
1501, the Pentagon would! not be in this nx 
today. 

Now, Mr. Bowsher. how] does DOD And It- 
Sair In this predicament? How could DOD er- 
roneously canoel H3o million in valid, unliq- 
uidated obligations— due to a “clerical 
error"? As you know so well. Oils la not the 
result of a "clerical error.” It is the result of 
sloppy bookkeeping — pure and simple. Dis- 
bursements and obligation!* are not being re- 
corded in accounting books in a timely man- 
ner. The delay between the time an obliga- 
tion is incurred and recorded can be meas- 
ured in days. It can be months and even 
years. The process of recording obligations 
should be nothing more than a technical ac- 
counting function, but at the Pentagon, It 
has become highly politicised— and for good 
reason. The failure to reedrd Obligations in a 
timely way hi* become a way of avoiding 
and concealing Antldeflciency Act viola- 
tions. 

It it exactly this kind or problem that g*«e 
rise to the “M" account rerorm act. Slopping 
bookkeeping, overobllgatlont, and 
Antldeflciency Act violations seem to be a 
way of life at the pentagon. In my mind, this 
Is unacceptable and must not be tolerated. 

I would like to urge you not to authorize 
the Treasury to reopen '•‘M" accounts that 
have been oanoelled and] closed by law. 1 
would like to ta informed,' of your final deci- 
sion on this matter. 

Your consideration woutd be appreciated, 
sincerely. i 

CHARLES'S. ORA SB LEY, 

US. Senator. 

COMPTROLLER GENERAL 

of thb trjjuTED State*, 
Washington, DC, September 29. J5M. 
Hon. Charles e. gsabsley, 

US. Senate. 

DEAR SENATOR GRAS BLEY: This respond* to 
your March 35. 1003 letter regarding a re- 
quest of the Department of the Treasury for 
our opinion on the account closing rules In 
section 1405 of the fiscal iyasr 1BB1 National 
Defense Authorization Act. Pub. L. No. lOl- 
S10. 1(M Scat. 1675 (1090). Specifloa)ly, Treas- 
ury asked whether It has the authority to re- 
store canceled appropriation aooaunt bal- 
ances In order to correct reporting and ac- 
counting errors. 

Enclosed is our decision' of today, B-3S1387, 
which ad rises that Treasury may not restore 
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canceled appropriation account balances, A 
narrow exception to «a* rale allows ror roe. 
tore Ef DC of oanc»lcd b&iaaoaa whare an obvi- 
ous clerical mistake baa two made, The fle- 
cinlon also concludes t»at Treasury may »fl« 
just canceled appropriation account balances 
in c«or to record a disburecmont that 

nta.it, prion to eemwrilatjon. The js»c<miatior> 

of the aisbursement 1 b neither * new obliga- 
ti or of, nor an expenditure from, the can- 
celed account, bat !» merely »a accounting 
adlusRnent to reflect tha liquidation or an 
cbllgatiOc that w*s incurred prior to can- 
cellation. ws sfitr* your concerns about me 
boo ilka aping- prsotloes or the Department of 
Defense. and recenomsad. In the decision, 
that tbs Secretory of the Treasury establish 
reasonable time limits tor the correction of 
retorting errors resulting acm obvious clerj. 
oal mistakes end for the matching of dia- 
bureements with canceled obligation b. 

We would be happy to meet with you or 
yaar staff to discuss this decision further 
Ms. Amy Shimarmit* of our Office of the 
General Counsel can arrange *uoh o messing- 
Her telephone number Is t®2 532-5841. 

Sincerely yours, 

Milton J , Socolak. 

Aelinp Comptroller Gen-ral 

of tile United Stale*. 

DSClMolf 

Matter at Deportment cf tbs Treasury Ra- 
quett for Opinion on Acoount Closing 
Previsions of toe Fiscal Year 1991 Na- 
tional Dofenre Authorisation Act. 

Fils: B-asiaai. 

Date: September 88, ISffi. 

CIOBST 

1, Under the tlaoaj year l»i National De- 
fease Authorisation Aot, canceled merged 
appropriation account balance* may not be 
restored. 31 U.S.C. J15£) Dote. However, lr the 
Department of the Treasury is presented 
with oonvlnoltMf evidence that a reporting 
error has occurred as a result of an obvious 
clerical mistake, --t may t-netcre *uch bal- 
ance* to coweet the mistake. We reoommead , 
that Treasury establish reasonable time lim- 
its within which sgeaeie* must euferni: re- 
duetti for correction of errors. 

3. Under the fiscal year 1891 Nation si De- 
fense Authorisation Act, canceled, appropria- 
tion account balance* are not available for 
obligation or «n*ed1tw tor any purpose- si 
D.Q.C. it 1492(a). 16*45. The Department of the 
TrsMury, however, may record a disburse- 
ment made before cancellation as a poy. 
meet. Recording the atiburaement is ne: char 
a new Obligation of. Hot an expenditure from, 
a canceled acoount, but Is merely an se- 
ction ting- entry to reflect the liquidation of 
an obligation before cancellation. 

MCTBIQN 

The Department of Use Treasury (Treas- 
ury) requests our opinion on Questions raised 
by the Department of Defense (DOD) regard- 
ing the account closing pro visions of section 
1105(b) of the fiscal year 1WI National De- 
fense Aathorttotlon Act (Aot), Pub. L. No. 
101-610. 1CH Scat. ICTS f WO), codified at 31 
U.B.C. JlSSl note. Treasury Asks two SpreUlc 
questions. First, Trewury asks whether it 
may restore either unobligated or obligated 
appropriation account balances that were 
canceled due to reporting errors or clerical 
mistakes. W« cocclude that Treasury may do 

Second. Treasury ask* whether It may 
record a* a payment from a canceled account 
a dlzburaeonsBt main prior to cancellation of 
the account. Treasury may do so. Since the 
liquidation of the obligation eliminates the 


budget authority, leaving nothin? to be can- 
celed, recording the disbursement i* neither 
a new obligation of, nor an expenditure from, 
a closed account. It is merely an accounting 
an cry to reflect the Hauia*Bon of as obliga- 
tion validly iocsrred and liquidated prior to 
cancellation. 

SACKCRO Upp 

Treasury's question wise from two dif- 
ferent altuafciona. In the first situation, the 
Department of the Airoy (Army) submitted 
to Treasury & year-eod atetaraent (S.F. 3105) 
for fiscal year 1951, certifying Its balances to 
be withdrawn and canceled. The Army ad- 
vise* that it mistakenly included approxi- 
mately 1130 million in valid, unliquidated ob- 
ligations in Its listing of unobligated merged 
6urpiu3 authority balances that were can- 
celed under section l«J6(&X3j of the Act. This 
mistake involves Army procurement appro- 
priation* for fiscal year* 1983, 1981, 1964. and 
1&86. Tho Army baa asked the Treasury to ro 
store the iiso mlliloh to It* “M" account. 

The second sltuatioo involves delays in 
ycer-ond reporting wjclv respect to “oroee- 
dlabursing" transactions, that is. trans- 
actions where ons DOD component makes 
jn.ymvute Pur another. Many DOD disbursing 
officers make payment* on obligations cf 
other DOD components os well as of thelr 
o*s component. Inherent in this practioe is 
a time delay between the date of paytSinfc 
and the date on whlob the activity holding 
the obligation receives notification of pay- 
ment. The time flBlay I* exacerbated when 
the disbursing activity makes an accounting 
error, for example, by charging too payment 
to the wrong appropriation account.! Ttaeaa 
cross -Cl .'bur slug payment Imum take on 
added significance when payments ore asso- 
ciated Meh "M" or expired adooudi balances 
nearing cancellation d»CM. 

DOD and Trenxury note chat if the disburs- 
ing activity lulls to notify the activity hold- 
ing the obligation Is due couiw, the budget 
authority supporting rhs paid obligation 
may be canceled by operation of law. 81 
U.S.C. H35.il note. 1B6*<«), leaving- only cur- 
rent appropriations availabls to cover obli- 
gations and adjustments to obligations of 
canceled appropriation accounts. 81 U.B.C, 
HI 551 BOW, 1553. 

Under prior law, obligated balance* of an 
appropriation account. 2 year* after expira- 
tion of the account for porpoaee of obliga- 
tion. were merged with the obligations of 
like appropriation account* from prior flecal 
years into what came to be called merged or 
"M" accounts. 31 U.S.C. J15SI (1888). amend- 
ed by section 1106(a) of National Defense AU- 
ticrlcaelon Act for 1981, Pub. L. No. 101-410, 
HU 8 tat. 1874. Similarly, tbs unobligated bal- 
ances of expired acoount* ware combined 
with the unobligated balance* of like ac- 
counts for prtof fiaoal yea re In mergnd eur- 
piu* authority accounts. Id. To the extent an 
agency needed additional authority to cover 
adjustments to obligation* or previously un- 
recorded obligations to the "M" aooounts, 
the agency could restore unobligated 
amount* from the merged surplus authority 
accounts to the “M" accounts. It. The 
merged occoubts were ivaliablo to adjust ob- 
ligations without fiscal year limitations. 

In 1*00. Cangrsss determined that the con- 
trols over the use of appropriations ware not 
effective and that DOD. in particular, was 
expending fund* rrorr these accounts without 
sufficient assurance than authority (ot such 
expenditure* existed or la ways that the 
Congress Hid nob Intend* To correct these 
defects. Congress enacted ;h« account cloo- 


Pootnnloa at end ot article, 


log provisions In the flecal 'year 1BB1 Na- 
tional Defease Aathorltaties Acl, a 

Tb,e Act elimiaate* merysd aooaunta and 
extends an expired appropriation account's 
r.scsJ year IdBBticy to 6 yeara. alter which 
elma the anoount oloaas, SI* U.S.C. §11651 
note. 3562(a). Bectlon 3«6(b^8) of the Act 
canceled merged surplus authority account* 
OB December 5. ISHB. SoebloB i*05<b)(4) of the 
acc canceled, on Moron d, 1991. merged obli- 
gated k&lanoea **f budget author! tr that hod 
been m "M" accoante itions : thas s yasre. 
Under section H0S(b)f!). any remaining "M** 
account, balances are to ba rajaceled by Sep- 
tember 3C, 1953. 5 

DISCUSSION , 

As a general rul«, Treasury may not re- 
store bsJancos caneoled under sections 
MOS(DX3>. Ho5<b)(1), and lldS(bKS), This prop- 
osition flows naturally from CongTewi‘8 deci- 
sion to “cancel," that Is, to nullify or Invali- 
date. the unobligated balances In tho jnexy-jil 
surplus authority (recti on HCfcfbH*)) «*a toe 
obligated balances In th» “M" accounts (sec- 
tions 3105(b) M) and (6jj, Although the opera- 
tjva language of section 14Q^b)(6). entitled 
the "Cancellation or oldest ; obligated tel- 
ancee." dome not use to* verb ‘‘cancel'’ to 
achieve the stated result, it achieves the 
same result by specifying that “(almounta fa 
deobli gated and withorawa may sat be re- 
stored." Thus, the reatorattpn of canceled 
unobligated balance* would be inoonai«tent 
with the Act. 

This dona nut mean that Treasury cannot 
restore amount* so as to ooW'tat obvious im- 
porting and clerical errors, . We have lac? 
held, for example, that TreuVry may Eram- 
br from the general tuna to Ithe correct ap- 
propriation acoount amotiBfcaj improperly de- 
posited Into the general fund. See, e.g,, IS 
Oorop- Gen. 12*, 73) (1966), 9 Comp. (tan. 7*2 
0934); i Comp. Gen, 590. 601 (3835); 12 Comp. 
Dec. 7SS, 736-96 (1906). The Comptroller of ton 
Treasury explained the rationale underlying 
this principle: "Taklhr (toe (Improperly de- 
posited amount] from the Treasury and plac- 
ing it to toe credit «i toe Treasury d t&e ap- 
propriation to Which It belongs violate* nei- 
ther th« Constitution nor any other law, but 
Simply corrects an error by which It waB 
placed to toe uoapprosnawa'aurpl'ie instead 
of to the appropriation to which It belongs." 
12 Comp. Dec. at 136. We taint tfce same 
principle applies here. 

In till M senee, the Treasury' adltiFtraen cj of 
the accounting records coot) no more than 
place the runda back into the account where 
they otherwise belong. A* the Supremo 
Court observed in a related situation. ]o 
“would be unraaiMtjo **"M require cron- 
Bro*olon»l authorisation before a date proc- 
essor who misplace* a aeoimal o*n 'undo* an 
inacoiirate craparer of Treasury fund*." Re- 
public Mudonal Sank o/ Miami iv, United JWfe, 
U,8. — , 313 S. ct. 561, m (1883). 

We wleh to omphaelae, j tow ever, that 
Treasury's authority to oorreot the asoopnie 
relate* only to obvious clerical error* such 
as misplaced decimals, uwaspooefl digits, or 
transcribing error* that result in inadvert- 
ent cancellation* of budget authority, and 1* 
not meant to serve a* a palliative for defi- 
ciencies Jo DOD’* accounting' aysterw. The 
ourrent record dp«a not provide any Indica- 
tion af toe type of mistake at lasue hare. 

Only if the Army is able to jdovide Treasury 
with convincing evidence that the mistake 
here fall* wjthJn fch* oovoraiw or the above 
deolBions may Treasury adjust Amy’s ac- 
counting* reoord* to restore budget authority 
needed to correct the mistake, one of the 
very reason* for tile new account closing pro- 
cedure* was tha madeQuasy of DOD'e past 
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accounting of ‘‘M” account obligations. See. 
t-S„ H.R. Res. No, BUS, 101st Cong.. 3d Seae. 
sees {“not all claims against the M account* 
aw valid’'). Wa Sava recently reported on a 
number o( aocounUUff problems la the Army 
and Air Force 'which Indlcste that DOD'* ac- 
oounting for current appropriations la also 
inadequate- For e*wnDle, in « report examin- 
ing the Army's Qnartcial statement for fiscal 
years 1SB3 and 1*1, we were unable to ex- 
press an opinion on the reliability or the II* 
nanciaJ etatementa for those fiscal years be- 
cause of the Army'* accounting ayecema in- 
adequacies and failure to adhere to DOX3 and 
Army financial DaHde*.’ In another report, 
i?e found that five Air Force Air Logistics 
Con tars had lnacourato account balances tri- 
alling *512 million due W, among other 
things, paying * contractor too much, charg- 
ing- the wrong appropriation aooount, or 
prooessins information ot obligation, pay- 
ment, or collection tranaaefione Inac- 
curately or incompletely.* 

In cm view, the type of elarioxi errors that 
Treasury can correct mould typically mani- 
fest thsmeelvaB soon *it»r an account i* 
closed. The passage or time only magnifies 
the difficulty Inherent In reconstructing the 
facts needed to saublieh the error. There- 
fore, we recommend that. Treasury establish 
reasonable time limit* within which agen- 
cies muse submit requests foe correction of 
reporting error* resulting trorn obvious cleri- 
cal mistakes.* 

Taming to the second question. Treasury 
may aajuet canoaled appropriation account 
Balances to record flUsburwmantfl made be- 
fore cancellation of expires account*. The re- 
striction in suction 1552(a) or title 31, L'MMd 
States Code, codUyimt section HCSfaXl) or 
the Act, does not apply because recording 
tne Oiatureement result* in neither a new ob- 
ligation of, nor an eacwndltur* fWin. the can- 
celed appropriation account. The Haul Car, Ion 
of the obligation elimiuaw* the underlying 
budget authority, leaving nothing to be {san- 
daled, It completes the transaction and 31#- 
obanres the government's liability, The re- 
cording of the disbursement made prior to 
cancellation of the expired acoount 1" Amply 
an accounting entry to reflect ihc comple- 
tion of the o-nnaactian before cancallatlon of 
tne expired aoaount We see nn reason why 
DOD and Treasury should not record these 
disbursements for canceled "M" account or 
expired account balance*.’ 

Accordingly, if DCD is able to eetaWiab to 
the satiriaoUon of the Treasury that a val- 
idly recorded obligation in a cxhoeled appro- 
priation account was liquidated before can- 
cellation. then Treasury may adjust the o»D- 
celod appropriation account balance tc re- 
flect the disbursement. If a .disbursement 
that was made before cancellation of «n ap- 
propriation account cannot be matched with 
a recorded obligation of a canceled account, 
but DOD can establish to tic satisfaction of 
Treasury that the disbursement represents 
payment of a valid unrecorded obligation 
otherwise properly chargeable against the 
canceled appropriation account, then Treas- 
ury may adjust the canceled account balance 
to reflect the disbursement. Of course, if 
there Si insufficient budget authority avail- 
able in the canceled account to cover the dis- 
bursement, DOD should fletcrtnino whether 
there was a reportable violation or the 
Anti deficiency Act, 41 UJ5.C. }13«. 

w» recommend that if the Secretary of De- 
fense cannot match disbursements with obli- 
gations of canceled appropriation accounts 
within time limit* established by Tteoaury.* 
the Secretory determine the reason for 
DOD’s inability to do so, and take appro- 
priate action to correct the problem. 


FOOTNOTES 
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•GaO Report to tn cnolrman. Subcommittee on 
Defense, Committee OB AppiSprlatlona. Houne of 

Raproiebtativos, '• FINANCIAL M A I! A o EMENT— Air 
Fare* Records Contain ttll Million In NsgaxJce G Il- 
liquid* tod Osilfatlens," OAOfAFMD-gfr-7* fJttne 
i»rt), 

•FursuariL «, section *Oo.« of ibe Traasary Fi- 
nanelal Manual (TFM). treasury require* tbs *tsb- 
mluleo or yau-oai cioelw re form by aeoailnw 
specified In TFM Builotln*. 

3 TBs fjtercativ* of iiaing flarrenv appropriations, 
proriced by seeUone ItuSKaXi; and i*0KbXl) of 

Act, 31 O.6.C. H 1551 BO to. JS89<bNl). would not be i*- 
ureptia'e here booansw nndor those sect lor* Current 
apprcwlatlonm are only available for obligation* and 
adlaeuncBte to obligation* that would have law* 
ah arguable t* caneojeq Balances. OWIgaUoO* that 
wore iiqeidatad by aistmnsmsnt* mad* prior to can- 
cellation are no longer obligations of the aanoeled 
account. The use or current appropriation* to liq- 
uidate paid obligations would result Ji> a double 
charge to budget authority. 

' With available tedinolnsy. POP should have no 
dim salty reconciling tie year-end expenaituna with 
obligation* Ic rime for Inclusion In ye*r-*ad oloeln* 
reports required by Traeauxy. 

Mr. QRASSLEY. Firtt, Mr. Bcwaher’s 
decision authorize* DOD to regain ac- 
cess co M accounts that have been 
closed by law. 

If the Department can present con- 
vincing evidence that valid obligations 
were accidentally canceled because of a 
clerical error, Mr. Bowiher la willing to 
reopen the doors to the Magic Vault — 
but ;uBt a crack, be promisee. Not vory 
much, Just for siao million clerical 
error. How many more will we have? 

Second, Mr. Bowsher’e decision au- 
thorizes the DOD to continue recording 
obligations and dlBbureemente against 
closed M accounts — but only if tho 
transactions were made prior to can- 
cellation or those accounts. 

Third, Mr. Bowsher’s decision au- 
chorlzeB DOD to monkey with the M 
account® indefinitely. 

Mr. Bowsher’e decision lacks a sound 
foundation in law. I am referring, of 
course, again to the 1990 M account re- 
form law embodied in sections 1*05 and 
1406 of Public Law 101-510. the law that 
we passed in 1990 that canoeled all M 
account authority. The intent or the 
law js crystal clear. There is no ambi- 
guity in the law whatsoever: No more 
slush fund in the honey pot. period. 

I believe that the legal analysis un- 
derlying Mr. Bowsher's decision in thlB 
M account caw OK'ing a >130 million 
clerical error to be paid for ie flawed 
for two reasons. 


The first le that the M account re- 
form legislation canceled account bal- 
ances and provided no basis whatsoever 
for reopening them. This clear statu- 
tory directive supersedes existing dis- 
cretionary authority to reopen ao~ 
ceunte to correct clerical error®. There 
1b nothing in the law that leaves an op- 
portunity to go back and replace a 
missing decimal point or a lost num- 
ber. Again, that ia a J130 million cleri- 
cal error chat was a misplaced decimal. 

Next, the authority cited by Che GAO 
IS weak. The only authority that the 
Comptroller General gives 1 b a handful 
of previous rulings by the Comptroller 
General and two paragraphs of dicta 
from .Justice Blackroun’e opinion in 
the Republic National Bank or Miami 
versus United State*. That opinion wm 
joined by only two other Justices. In- 
stead, six Justices wrote concurrently 
to express their disagreement with the 
part of the opinion cited as authority 
for the General Accounting Offioe'B de- 
cision. 

Here is the legal basis for this, I want 
to emphasize. The Comptroller General 
used previous Comptroller General 
opinions and then dicta iln a statement 
by a Supreme Court Justice that wae a 
minority view, a 6-to-3 decision. It does 
not seem to me, regardless of how dis- 
tinguished Justice Blackman might be. 
that the discussion in any way reaches 
the situation at hand as a basis for a 
legal determination for the Comptrol- 
ler General to approve a S1S0 million 
clerical error. I think it in a decision 
made in the sand that will not stand up 
tc authority. 

Furthermore, I think 'the decision is 
unnecessary. The M account reform 
law contains a aafety v*jv B specifically 
designed to address the Department of 
Defense's money problem- If the obliga- 
tion* in question are legitimate and if 
they are properly chargeable to ac- 
counts that have been cloaed by 1b.w, 
then the Department of Defense is au- 
thorised under section 14050X7) to use 
current appropriations to pay the blllo. 

So I am baffled and Bomewbat dis- 
turbed by Mr. Bcwsher’e decision al- 
lowing them to go elsewhere for SI3C 
million. In frustration,: I requested a 
meeting with Mr. Bowsher, The meet- 
ing took place on November 4, 1993, In 
my office. It wan attended by the Act- 
ing Comptroller General, Mr. Milton 
Socolor, who made the decision in Mr. 
Bowsher's absence. But I can assure 
you that Mr, ©cwoher 1 b baoking up 
Mr. Sceolar 1® percent. The meeting 
with Mr. Socolar deepened very much 
my frustration. The meeting did noth- 
ing to address my concerns and to an- 
swer my questions. 

In a final attempt to clarify and re- 
solve the issue, I went back both to Mr. 
Bowsher and Mr. Socolar with three 
specific questions. These letters are 
dated November 9, 1993, and I ask unan- 
imous oonsent to print this correspond- 
ence, as well as the responses from the 
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General Accounting Office, in the 

RECORD. 

There being »o objection, the letters 
wore or&ersfl to be printed in the 
Record, as follows: 

O.S, SSWATfc 

WariWsSteR, PC, November S, I3SJ, 
Hon. Charles A. Bowsber, 

Comptroller General, U.S, General Accounting 
Office, Washington, PC- 

Dear Mr, Bowshbs: X am uriting to ex- 
press concern about Mr- SocOlar's recent Se- 
el ai or, giving the Department of Defense 
(DOD) continued aooees to certain “M" ac- 
counts chat ware closed Vy lSe?, 

A copy of Mr. Socolw-’j decision I* at- 
tected for your review. It la dated September 
29, 1993. I understand that you were “travel* 
Ins on the west coast” on that date. In your 
absence, the decision wa* approved ana 
signed by Mr. Socolar, 

1 thought, peruana, that you might either 
be unaware of Mr. Secular's decision or 
maybe you Just I»«e not had a chance to re- 
view It. 

I bjo troubled by Mr. Socolar ‘s decision 
and {tCMtlon its legal foundation- The opin- 
ion falls to address the qtaesfcloa ol why the 
SS account reform law dno* not eiwrJy elimi- 
nate any discretion to reopen closed ac- 
count!! bewmw) of a clerical error, and fails 
to oit* any binding legal authority In mo- 
pun of this bro«4 discretionary authority 
vested in tba Treasury. 

1 Shared those same concerns with Mr. 
Socolar during * meeting In my office c» Go 
toter ath and repeated them is a letter to 
him dated today. A copy is attached for yoar 
Information. 

Would you bo kind enough so examina Mr. 
Socolar’B decision on the M account# end lot 
me Snow whether you agree with hie conclu- 
sions In their entirety. 

Tour cooperation in this matter would be 
appreciated. 

Sincerely. 

CHA7U.se E. GRAB&LET, 

PX Senator, 
U.S. SENATE, 

Washington, PC, November 9. 1993. 
Mr- Milton j. Socolar, 

Acting Comptroller General, U.S . General Ae- 
■ counting Office, Washington, DC. 

»rar MR, BoccLar: 2 am writing to follow 
up pa our meeting of November tth, concern- 
ing Department of Detonate (DOD) M ac- 
count#. 

him, I would like to thank you tor your 
willingness to review the evidence the Army 
win b# submitting to the Department of the 
Treasury to prove that. glfto minion In budget 
authority was accidentally canceled due to 
clerical error. You agreed to report bach to 
toe within two week# on the results of that 
review. I appreciate your offer end look for- 
ward Ml Bering your end product. 

I ttltw hope you Will BOTUtlnlM ether simi- 
lar reqaiwta with equal rigor, because I keep 
hearing the Air Force has 5200 to 5300 million 
la '‘obvious clerical errors - ' that lb la ready 
to prosect to the Treasury now that your de- 
cision has been rendered. 

Second. 1 am not convinced that your de«?l- 
Bioa Of September 29, two, that Treasury/ 
DOD con reopen accounts canceled pursuant 
to the M account, reform act where there 
have been clerical or traaaoriptlon errors, le 
supported by law, I find your analysis flawed 
for two WMons; 

<1) M account rerorm legislation clearly 
cancels account balancer Without providing 
any basin tor reopening Pham- This clear 
statutory directive eus»r«ed#B any otherwise 


existing discretion to reoj»B tocoanto tor 
Clerical errors {refer to Section 1485 of Public 
I,*w 1W-S1Q). 

(2} E'#n if the M account reform low does 
net aupBreede otherwise existing discretion 
to correct clerical error*, tt» authority you 
provide for your cop tar, tioc that auch discre- 
tion dees exist Is weak. Your oaiy authority 
tor this proposition Is a handful of previous 
decisions of the Comptroilftr General and two 
paragraphs or dicta, from Justice BUekmuB'S 
opinion In Republic National Bank ol Miami 
». United States, a portion of the opinion of 
which only three Justices joined. Indeed, SIX 
Justices wrote concurrently to express their 
aisttgrearasJit with the part of the opinion 
you cite a# authority' for your position. 
Moreover, the discussion by Justice 
Blackmun dexs not reach the situation at 
hath. This is not merely a situation Involv- 
ing an “inaccurate transfer'' . . . “where 
money intended for one account was acciden- 
tally deposited in another.'' And in the M ac- 
count situation, there is clear Congressional 
author! by that the account# cannot be re- 
opened, even for clerical errors. 

Mr. Socolar, I urge you to clarify ana re- 
veul the b*Bls you found lb the M account 
statute or other binding legal authority tor 
concluding that Treasury/DOD retain au- 
thority to reopen the M accounts to correct 
clerical errors. 

Third, 1 fear that your decision gives DCP 
continued acoess to the M accounts for an In- 
definite period of time. 

Your decision directs the Secretary or the 
Treasury to '‘establish reasonable time lim- 
its" for the correction of obvious clerical 
mistakes and tor matching expenditures 
with obligations. 

Mr. Socolar. I do not understand why yon 
toiled to recommend reasonable time limit# 
for recording financial transactions. 

An the Acting Comptroller General, you 
should know what constitutes & "reason- 
able” period of time for recording obliga- 
tions and expenditures. Is It S days, a month, 
6 /months, or 5 yearn? I would like to have a 
speoltlo answer to the question. 

Fourth. I would like to have yoar advice 
ana assistance In draining legislation to ond 
the widespread practice of not recording ob- 
ligations and expenditures no they occur. 

The failure to record obligations and ex- 
penditures In the books has lid to a very 
dangerous situation, DOD could have up to 
SflO billion in ‘'unmatched disbursement*''— 
checks or payments that cannot no matched 
with or linked to obligations. 

A molt! -bill lor. dollar pool of unmabohad 
disbursements— from a Pentagon bureau- 
crat’s joint of view— has many of the advan- 
tage# of another s'.uah fond. It con be used to 
hide Illegal and unauthorised payments. 

As your office has reported In the recent 
post, this could jnemn that “fraudulsnt or er- 
ronscua payment* may have occurred with- 
out being detected or disbursements hare ex- 
ceeded appropriation and other legal limits,” 
that Ib. a violation of the Ahtl-Dsflolenoy 
Act (ae» AFMD-93-81, page 2). 

The Inability t° match disbursements with, 
obligations led directly to your decision on 
the M accounts, and Jt la one of the main 
reasons why your auditors cannot audit the 
government's hooka — like those of the De- 
fense Businaee Operations Fund (DROP). Tbs 
continuing inability to match disbursements 
with obligations moan* that the government 
doe# not know which bills have been paid or 
no* much money remain* in the various ex- 
propriations accounts to cover emerging ob- 
ligations. it means DOD has lose control 
over the peoples' money. It moans DOD dots 


not know how the money is being spent. Fi- 
nancial management a? the Pentagon Is non- 
existent. 

I hope you will help me llx the problem. 
Now, what is the test way to do If,? - 

Should ws try co beet up Section 3£2fl of 
Title 317 If “certifying oOTclals"; war* doing 
their Jobe, as danced m S»«Jon 352£. all nec- 
wiBary accounting hookups would be made or 
established prior to payment. Unrecorded ob- 
ligations and unmatched disbursement^ 
would not exist. Why ere “certifying offi- 
cials” falling to carry oat thrirlrespohslbll- 
ities under the law? Or 1« tbsre a better way 
to accomplish that goal? 

I hope you will help me craft; some reme- 
dial legislation, in doing this, we will need so 
work with the Governmental Affairs Com- 
mittee and Mr. Harare in the Pentagon. 

Your assistance in these matters would be 
appreciates. 

Sincerely, 

Charm* E. grasslev, 

vss. Senator. 

COMPTROLLER GINERaL 
of the Uniter States'. 

Washington, DC, December 22, 1933. 
He®. CHARLES E. GRAS8LEY. • 

U.S. senate. 

DSAB SENATOR ORASSLEY: Think you for 
your letter of November 9. ieeS expressing 
concerns about Ocr decision of September 28, 
lass (B- 251287), Yon ore parti pilsrty con- 
cerned that by allowing the Department of 
the Treasury to correct obvious clerical er- 
rors In Department of Defense year-end re- 
ports on cancel*!! merged balances, we are 
making additional budget authority avail- 
able to DOD. 

By Bcparew letter or today'# daw, Milton 
Bocol&r is responding to your specific con- 
cerns about the decision, as he explains in 
his letter co you, our decision does not pro- 
vide toe Department of Defease (DOD) with 
any more budget authority than it otherwise 
would have. 

I share your desire to see significant Im- 
provement in the accuracy and reliability of 
DOD’* financial management Systems. As 
you know, cur reports have repeatedly high- 
lighted the numerous problems at DOD in 
need of corrective action, Your oonUnttod in- 
terest and attention to these iaaiiss levlto! If 
wo are to make progress in solving these 

problem#. 

I look forward to working wit* you cn 
these important Issues in the future. If I cun 
be of further assistance, plena* ;do not heal- 
tato to oontaot mv. ; 

sincerely yours, , 

CHARLES A. BOWPHER, 
Comptroller General of the 

United y to tor. 

Special AeaiBTAX? to tier 1 Comp- 
troller General of tup Units tb 
States, : 

Washington, DC, Deeemfiar 22, 1593, 
Hon. CHARLES E. GRA80LEY, i 
US. Senate. 

Dear senator aftAasixy; This responds to 
your letter ol November p, 1863. regarding 
our decision at September 2 9, 1993 (8-851887), 
that eli Department of the TreoHury may 
correct obvious elarical «rror» in agepoy 
y*or-*nd reports oft canceled : merged bal- 
ances, In yoar letter, you aues$on the legs! 
bsala for our conolusioo that the Tnnmry 
may correct clear mistakes In -tbe yeub-ena 
reports. You also express concern that dot 
decision would allow the Department of Da* 
fenee (DOD) to reopen closed merged (“M”) 
accounts and to have continued 'access to the 
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••M" accounts for an ladafiaite period of 
time. 

Because section 1403 Of tbe National Be- 
fenes Authorisation Act jor Fiscal YeW 196], 
Pan. L. No. Wl-610, 104 SUE. 1675 (1990), oan- 
C#lel ths ttarstea teUAsew, you are not per- 
8U»4 b£ 1 tfent there Is any basis to mopes 
them, evao to correct mistakes. You are also 
coueernea Rtxjut the adequacy of the au- 
thnrttieR we cited to support oar decielcc. 
Bwtsettlaxl? our quotation of dicta from Jus- 
tice SUckraua'a decision In Republic 
NuticcW B*aK of Miami v. United State*, 
U.S. ,13 2. Ct. S$4, »1 <W92>. 

Treasury a adinstmsas of the accounting 
rosci-aa to correct obvious errors doe* not. In 
our vtsw, offend seotion 1405- Aa we explained 
la our decision. v>e and the Comptroller of 
the Treasury before us have recognized the 
authority of the Treasury to correct mis- 
takes without obteicing legislation. See, 
e,jf„ 45 Cams. Sen, 7te, 73d (fS$6); 5 Comp- 
Gen. 762 (1824); 2 Comp. Gen. 588. «0X (1923); 12 
Comp. two. 733. TO-sa (MB). This view la 
oobotoumt with the judicial practice of re- 
lieving turtles Horn the ooneequenoea of ac- 
aidsntel mistakes, for ainx.pl f. by reforming 
lea-*] m»trum<wM to eoouratoly reneot the 
true state of facta or she parties' true agree- 
meat. Sea 77 Am. Jur. M, Equity J52B-3S 
(30«i); « Am. Jar. 2d. Reformation of Insure* 
meet#, H«. TJ U«S). 

Moreover, the purpose aervMl by such Cor- 
rection* IS a oniutaxy «ne, easneiy, to correct 
error# In order that th« Recounts, in this 
case the canceled merged balanoeu. accu- 
rately reflect the account bAUnciw. To pre- 
vent abuse, we curefUliy circumaorlbea this 
authority, limiting l'w one to cases of obvi- 
ous slorievl errors supported bp sanvlnolng 
evicer.oe. 

With EM«ct to your comments concerning 
our «s* of Justice Bleekmun'e r*marV In Re- 
public 'National Bank or Miami v. Cmted 
Bfcatefi. above, we agree that the passage, 
quote* -WM dicta and. m you point out. that 
only two other Justices Joined thia part of 
Justice Blackmon's opinion. We atlU think 
th«e the n«b of Jnsiloe Blackmon'* obaerva- 
tloh holds (too, namely, chat you should not 
need an act of Congress to ootroot an obvious 
clerical error. The eeparace opinion of the 
Court did not dispute this principle; mthor, 
they ft>lt it w*a not relevant to the facts of 
the dispute at hand. See Republic National 
Bank of Miami v. United But tee. U.S. , 113 
a, Ct, 5M, M2, fa. (IBM) (Opinion of Chief Jus- 
tice Kehnouist). 

It i« important to reccgEix* that oar deci- 
sion does not provide the Doper Orient of Do* 
f*o*n with any more budget authority. To 
the extant that there arc corrections of re- 
porting errors resulting In restoration of 
canceled unobligated bila&cM to oanoeled 
"M" accounts, no additional budget author- 
ity i* created or provided. All ohUgawd Bel- 
aocra IB tne "M" accounts InvolvBl in our 
September 28 decision were canceled on Sep- 
tember 80, 1S63. The diabureement el any ob- 
ligation that should have Wen. but erro- 
neously ws« not-, carried in the "M" ac- 
counts prior to cancellation will come out of 
current hand*. The only effect of our decision 
derives from the fact that charges to current 
appropriations for obligation# of canceled 
merged balance* are limited to the unobli- 
gated balances or the original appropriation 
account available tor the awns purpore. Na- 
tion*] Detenu* Authorisation Act for fi*wl 
year 194ft, PUB. L, No. 101-A10. 301 Suu. 1680, 
fl«tt(bxf> < 19BC) (codified at SI ti,8.C. §1543 

note). CoDS«t«»ptiy, in order to know how 

much currant authority is available to cover 
old obligations, there needs to bs an accu- 


rst* rscftems of the balances in the old ac- 
counts. „ , . 

We laideretana that the Department of the 
Army does not intend to Bobmifc it* reoasst 
Tor correction of the alleged Jiao million oer- 
Elfieatioa error lb Its y**r-snd report. With 
regard to she Department of the Air Force 
errors that you mention in your letter, to 
date the Air Force has not submitted a re- 
quest for correction to Treasury, Addition- 
ally. Wider Treasury's proposed limtrucfciona 
implementing our decision. Agencies will bo 
allowed to request correction of mistakes in 
the account* canceled on September 30 on 
only one occasion. Treasury would jwjulre 
agencies to submit their request* ror oorrec- 
tlou by May t, 18M, and to provide convinc- 
ing evidence of Sho clerical error. Since, as 
wo stated In our decision, the type or clerical 
error* that Treasury can correct should typi- 
cally manifest themselves soon titer the ac- 
count i* closed, we have Informally sug- 
gested to Treasury stall that. 6 munch s may 
be longer thar, necessary to allow for the 
correction of obvious error!. 

We share your uorctrn about the failure of 
the agencies to record Obligations and ex- 
penditures a* they occur and agree that this 
practice h*» exacerbated the problem of un- 
matched disbursement#. «e think. however, 
chat current law adequately requires the 
agencies w record these obligation* and »s- 
SsniUtarea. For example, 81 U.S.C, §51502 and 
310* contemplate that each agency Will 
record all valid obligation# of the govern- 
ment and certify to the accuracy of Its obli- 
gation* in Its budgot submission to the 
President and che Congress. AaaJtionxlly, 
under 44 U-S.C. §3103, aach federal igensy 
head i» required to make and preserve 
records containing adequate and proper doc- 
umentation of its essential transactions in 
order to protect the legal and financial 
rights of the govemmecc. Further, Under the 
Financial Maaagere’ Financial Integrity 
Act, 31 U.3.C. §3513. and the Chief Financial 
otf.care Aot, 81 U.B.C. §901 •* »eq.. agecoles 
•re required to establish systems or internal 
accounting and admit»l«trativ» con tools 
which prowida maaa«am«nt with reaeohable 
aaauraocc that obligation# are In compliance 
with applicable laws, and revenue* and OK- 
J* editor t* are properly accounted for and re- 
corded to permit the preparation of accounts 
and reliable financial reports. 

We think the Statute* are dear with re- 
gard to the requirement lor the proper re- 
cording d obligatione and expend! cures. 
What we think no«d* Improvement* Je the 
execution of the requirement of there stat- 
utes. The reports cited in our derision point 
out the failure of DOD’e accounting systems 
to meet then* statutory requirement*. For 
example, one of the reports found that the 
Navy has C23 billion in unmatched OlsPurse- 
meat* in It* Standard Accounting and Re- 
porting System. The problem there wo* not 
OkUMi by the lack of statutory guidance, 
but rather was caused by the Navy # (allure 
to comply with existing guidance, procedural 
requlrenent*. and Internal control*. Wa r*c- 
ommanded that th« Assistant Secretary of 
the Nary (Financial Management) enforce 
existing regulations and procedures which 
require the proper resolution ol chi# prob- 
lem .> 

We think the Departtnens's Chief Financial 
Officer must taka the appropriate (tops Co 
address DOD's failure w rooord its obliga- 
tions and expenditures and that other nrtib- 


lOAOJtepan tQ us Acting Secretory of the Na«y, 
"WANClAi- M/iNAaBMEHT-NaVT peeorl* Con- 
tain SJIIIon* In UATtetchoi MifcaiteJnsM*", OAO‘ 
AFMIM&dl (June i««S), 


lama w* nil know rxlit. Ip this regard, cbb- 
tinued oversight by the Ccn*r*e« and the 
audit community la the more effective re- 
sponse. 

We tn«et that you will (led this informa- 
tion useful. 

Sincerely younj. ; 

Miltok J. Socopax, 

Special AiriJtffni tc tAe CofipmUer General, 

Mr, GRASSLET. Msd&ni President, 
my questions to Mr, Howshec wore as 
follows; Wftat was the-lefAl authority 
for the decision to open the M ac- 
counts? And, second, Dow long will the 
Depariment of Defense have access to 
the M accounts beyond the statutory 
deadline already passed as of Septem- 
ber 30, IBS3? Last, what kind of reme- 
dial legislation is needed to address 
these issues in the future if, as X stated, 
the 1900 law that given the Dej»rtment 
of Defease authority to come to Con- 
gress, if there has beania clerical error, 
does not ill] the needs of She Depart- 
ment Of Defense? 

I did receive an answer to chat letfcsr 
on December 22, 1893. The letter* from 
Mi. Bowshec and Mr. Sooolar did not 
help to brijyr the i«siie into sharper 
focus. What is the legal authority for 
allowing the Department of Defense to 
regain access to M accounts shut down 
3 years ago? What ie the authority for 
allowing the Department of Dsfonae to 
draw on account balincea that have 
been canceled by law? Both Mr. 
Bcwsher and Mr. Souijlar go to great 
length* to deny the decision does what 
it is really designed toi<Jo; Help the De- 
partment of Defense gat more money 
out of the baok door. This is what Mr, 
Bowsher and Mr, Boool&x said: 

Our flcolslon does cot provide the Depart- 
ment of Defense with any more badget au- 
thority. 

Madam President, chat Is flat wrong. 
All of the fuse and all of the maneuver- 
ing telle me that money Jo indeed the 
iMu*. More money is at stake. The Sl30 
million Bought by the Army, that was a 
misplaced decimal, a clerical error, has 
bean canceled hy law. ;it 1 b gone, It is 
wiped off the books. But that Is S130 
million mere that was spent not appro- 
priated by Congres*. 

Now ja r. fiownhar h*s dredged up an 
obscure legal gimmick to reauthorize 
that <130 million in the Army budget 
authority that w« canceled by law. If 
that happens, then we are talking new' 
budget authority; absolutely r»«w budg- 
et authority without a bill passing 
Congress because the old budget au- 
thority wae canceled by Ccngreae. 

So, Madam President, Mr, Bowsher la 
creating more budget authority. I 
think Mr. Bowsher made a bad deci- 
sion. Unless Mr. Bowsher is able to 
Identity a solid legal foundation to sup- 
port his decision, he should withdraw 
the authority to reopen the M ac- 
counts. And if *« do no? got this set- 
tled with a more Justified approach by 
the Comptroller General, I hope we in 
this body Tor future . clerical errore, 
whether they are S130: million clsrlc&l 
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error®, more or Jess, that vre will reject 
them as we rejected such a- request 
that was made under the 1 BW> law to 
ths Congress of ths United State®, be- 
caaae anything short of doing 1 that is 
just simply, through the back door, rtion? 
the Department of Defense the fit.*, 


authority to spend hundreds of mil- hovtu 


What caused the break-dcnra 6f tea FBlC’lf 
procedures for detecting and addressing oo«- 
fUotd-oHntere«t when the Rose Law Firm 
retained to sue Frost and Co.7 

ke FPIC agree to settle ita see 
against Frost and Co. for $1 rtljl- 
emounc that, la aUcsoCUy low than 
it of the firm’s malpractice insurance 


Mr, President, the clod; is ticking. The 
statute of limitations is running out, 
And I have to suggest to you t‘ 
is a cavers© by the ETC. *Mc3i d$lt- 
erately refuses to tell vs when ta^r stat- 
ute of limltatiopB 1 b running mil 
Now, th,«y have had this mister for a 
number of years. There 3 
tense interest and scru tiny y^nd if their 
cannot 


MORNING BUSINESS 
EERY, Madam President, I art: 
oosment that the Senate 
.. a period for morning- biiii- 
3 Sena tore ©emitted to scfak 
therein fir up feo 10 minutes each, / 

Mr, D’ AMATO addressed the Chair. 
The PRESIDING OFFICER / (Mr, 
Mathew e).\ The Senator from'' New 
York. 

CONSIDERATION OF PUBLIC AND 
REGULATORY POLICY— MADISON 
GUARANTY' 

Mr. D'AMAT&, Mr. President, today 
eight members V the Senate Banking 1 
Committee have ‘sent a- letter to Chair- 
man Ribole, a latter which I am not 
only going to read/ but ns'g it be print- 
ed in the ftscx®», '1 
I ask unanimous to onsent that that 
letter be printed in the Record. . 

There being no objection, the letter 
was ordered to be « printed in the 
RfooRD, as follows: V 

,-r».S. Senate. 

Washington, DC: January 2t, jssd. 

Hon. »onaU 3 W. Stole,. \ 

Chairman Committee on Banking, Hmuina and 
Urban Affairs. U£j Senate, Washing ten, 

**■-. - J 


| This "^ommlotea lias s solid and proud 

I record of^ddreasln* consern* relating id the al.comeyn are doing anyth! 
m* ■—* safety an^aaimdlieas of i neared depository believe that they ooul/ not tell US 
testitutionsV We believe th* Committee has within the last 2 weekaArhen the a tat- 
cue Mcy wk review '»»» «»■“< „l B „r limluclM ai cM> liability 
other relewuntjissuofi »ni to obtain informs* . - - ....... A. f — 


« MSS ™ ^SLSSXrt&Z £ 


oonrinues c* 
a and t 


wrf new legislative In! tie,- .... , ■ , 

ivb ta» BxUcing legislative hied. Indeed, If it As February i 


framework to entire the promotion of de- have a right to 
poaiipors and toapaj^ora. have a right 

In the light of thJsSfcpttTsuent to Rule 26.3 of we have a rig 
the Standing Buies ofcthe Senate, we rcuueat a right to k: 
that you convene a sfeecW) meeting of the b0 j ng , done 
Senate Comw»itt«B on BSD id nr. HmiRinr and That, brii 
Urban Affairs to unable tee full Committee 
to consider epprepriate Cwtanlfebee acdon in 
connection with MMlson. 3ffe belie*! 


. II it is March, we 
|!mw. If it ’to August, 
bo know. W8 also have 
■ what, if fl^ytMng. 1 b 


Committee must exercise its Jurisdiction *8d wrote 


to the other reason 
rraent. The KeiwhUcan 
Banking Committee 
itter to Chairman BUBBLE. 


examine the clrcunastaaooa and events ear- 

rousting Madison's operations mmJ failure, 

Sincerely. \ 

PHIL OlttMM. \ 

Connie Mao*;, \ 

BOBKRT 3ENNETT, \ 

wjoeiam Roth, \ 

ALPOKSE D'AWATO, t 
CHMSTOPHXaBOIS, % 

LaL'ch fatrcloth, \ 

Pm-s DokkMil. \ 

Mr. D’ AMATO. Mr. President, beR 
I tall you why the eight Rapubllcans o') 
the Banking Committee tcok this e;’ 
sraordinary aaxXan, I would like to oft 
ouss another isaue Dertaiaiiw to 
son Guaranty. / 

We have on two ©revloue codteiona, 
January 11 and January as, revested 
Dear Mr. CnAUWAJV NatwithstandLug- ths that the RTC— that it the body/retpon- 


nible for any civil Investigation — tell 

as when the statute of limitations ex- 
pires on. civil actions agatnst Madison, 
and wo have received nothing but 
shocking delays and stiii fp official re* 
apor.se to our request for#Ms baaio in» 
rormatior., / 

The first letter was dated January 11: 
the last one January ,2£, My staff has 
been in constant contact and, indeed, 
we were promised a response yesterday. 

AS of this aftsrnoph. we adll have no 

af ^geniSne 'that ccmo^Ed” O^Cam- teBponae from the JtTC. We Bttll have In th* luterrt 
mittBe’j »CT#ntlon. W* believe tbac. the " ” H " T ’ * v -*' ”**' 

Booking CoramUtee would be derelict i't Ita 

duty if ie n4>‘ oddr**8B toipon.*»t s«ua*, 


iareBtigafcs potec ciiU li r i min el wrongdoing is 
connection ■wits Madiaou Gu»r»aEy. a fiUlsd 
ooVlrUTB end loan, thb constitiitrUinfll reBpon- 
elMUxy of Cangreee/ to ooneldemhe sericufl 
nuoe-Woae of pubiip end tegsia-tory policy 
jraieed by thie centre vnrtry rsmafse. 

Last Deoemoer dbnator ©’Amatorequeetem 
Coromittse Bctlob’ with reweet te this le«tta 


and ovcreigUt miaaiotum have gout unwa- 
8WereS. A review Of the limited Information 
thac is pnbllclf »v«Il»Sl* indicate* a Variety 


Once beftffe, I reqaestefl Bhalj the Bask- 
ing CorranJbtee co»duct hearings. Now, 
since Inroad e that request, I must point 
out a^eci&i counsel has been [appointed, 
but special counsel is going to look 
only; into criminal mat tore- Feasible 
clyil actions that would toll the stat- 
ute is not a matter that the special 
counsel is reviewing, n ETC con- 
/fcirraeB to conduct itself as it has, what 
/we are going to face is 4 situation 
where the statute of limitation has run 
out, there hae been no attempt to toll 
the statute by way at a .voluntary 
gr cement. The people axe going to ha 
,enled the truth, and taxpayers are 
' dug to be denied the ability to re- 
ef any moneys to which they might 
uifcitleO. It was that which prompt-. 
' 1 ' the Members on the Reoub- 

; to join in this latter to 
Rrsai-E. 

read it to you; ; 

Deat^Mr. Choi no B.C: Notwith*can41Hg the 
ppoinvn^rit. of • epecUJ modmI to 
■t» potential cnmisai wroegdoifig .in 

t itb Madison Guarajnw'. a tailed 
ren, the comtltuttetal respor* 
bgresa to coaBider, the serious 
patlic »cd regulitory polio? 
oontrovarey mnaalbs. 
ber Senator D’AmaTu requaesod 
s with respect to this lasue. 


J cftfttinuing 1 it* investigations 
n and wsat la r.be status of aSy 
‘tSpabioa? How Is It teat tee RTC» ( 


----- j time, namerdss wwaUans 

not learned when the statute of limito- that fall wltMn our cnmmltteB i lerislarive 
tions runs out/ on Mxdiecn and and overslghtMurlsdiotion h»v B gone nnaa- 
Whitewater. Wb^t we have here i* Bwered. A rt-vlkw of the limited! information 
shocking inaction. Now we l«aro— end that 1# publlcij^avafiaole iadiwtw * veiien y 
wo were told tflie only by telephone, Ofeermane )-- 


and It waa snpiiosedly going to be con* 


that ccmxaabd the com- 
We believe that the 
would be djartUst ID Its 


vrM aew/to prepare crlminU refsrrLg firmed by a l#ter ^ doty if It does al admreaj importost Iwaea 


£6 then it was promised to 

% and th€D It was promised “"is" tha ETC conVouing Its investigation 
—that th? civil utatute ef into Modleon and dh«.t Is ths Status of any 
could possibly expire as ®a=b larMtigatlon? ‘ 
ibruary 26. It appears quite Mr, president, I may anterleot a 
hat little, If anything, 1 b comment here. Tbit ie a vfsry simple, 
HM Madison #*u- go£e to protect the taxpayer®’ forthright request. We do not get any 

little aa poasib,*? ^ {o J ^ nlEh tJie wrongdocra, or bring answers from the BTC. Certainly the 
about a recovery or wtuo-yera’ money, Congress of the United States baa an 
Daring this critical period, valuable obligation to ascertain this! kind of i& * 
time has been lost, this must stop, formation, The letter goes on: 


early os October 10B2, bat is unAbla to follow- \ yssterda: 
up within civil procBsding? Will tee BTC yeBterdi 
compist# any cur rear- icvewigarions prior so us toda; 
pfratson of the utatete of Umlfcatinna Mjnitotior J 
jith from now? span as I 

roe RTC act *fl quickly and efysccivsly pWible 
a a possible to sasurs chat the Mtdieon bRil- * 
out co*t toe taypayere 
Bid the ptlnolpal shareholders or offleere 
or Madison direct Madison rtJourcee into 
other taiism »*nture* in which they were 
involved! 


o 



